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Depaetment  of  Commerce  and  Labor, 

Office  of  the  Secretary, 

Washington,  July  1, 1911. 
Sir:  I  have  the  honor  to  transmit  herewith  Part  I  of  the  Report 
of  the  Commissioner  of  Corporations  on  the  Steel  Industry,  the  said 
part  deaUng  with  the  organization,  investment,  profits,  and  position 
of  the  United  States  Steel  Corporation. 

Respectfully,  Charles  Nagel, 

Secretary. 
The  President. 


Department  of  Commerce  and  Labor, 

BxiREAU  OF  Corporations, 

Washington,  July  1,  1911. 
Sir:  I  have  the  honor  to  transmit  herewith  Part  I  of  a  Report  on 
the  Steel  Industry,  made  to  the  President  under  your  direction  and 
in  accordance  with  the  law  creating  the  Bureau  of  Corporations. 
The  said  part  deals  with  the  organization,  investment,  profits,  and 
position  of  the  United  States  Steel  Corporation. 

I  desire  to  mention  as  especially  contributing,  under  my  direction, 
to  the  preparation  of  this  report  the  names  of  Mr.  Luther  Conant,  jr.. 
Deputy  Commissioner,  and  Mr.  Francis  Walker,  one  of  my  assistants. 
Very  respectfully, 

Herbert  Knox  Smith, 

Commissioner. 
To  Hon.  Charles  Nagel, 

Secretary  of  Com/merce  and  Labor. 
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Department  of  Commeece  and  Labor, 

Bureau  of  Corporations, 

WasMngton,  July  1,  1911. 

Sir  :  I  have  the  honor  to  submit  herewith  Part  I  of  a  Report  on  the 
Steel  Industry.  This  part  deals  with  the  organization,  investment, 
profits,  and  position  m  the  industry  of  the  United  States  Steel  Corpo- 
ration. Additional  parts  will  be  submitted  later  dealing  with  costs 
and  with  prices. 

The  basic  industry  of  steel  making  affects  the  whole  people  of  the 
United  States.  Its  organization  is  a  naatter  of  public  concern  (not 
merely  of  private  interest),  and  a  great  national  resource,  iron  ore, 
lies  at  the  foundation  of  the  business. 

The  dominant  concern  is  the  United  States  Steel  Corporation. 
There  is  here  set  forth  (a)  the  causes  of  the  formation  of  the  Corpo- 
ration; (6)  its  actual  investment  contrasted  with  its  capitalization; 
(c)  its  rate  of  profits;  and  {d)  its  degree  of  control  in  the  industry. 

The  Steel  Corporation  was  the  culmination  and  the  result  of  a 
remarkable  and  even  dramatic  period  in  the  steel  industry.  UntU 
about  1898  the  bulk  of  the  business  was  distributed  among  a  very 
considerable  number  of  concerns.  There  was  sharp  competition, 
modified  by  frequent  pools  and  price  agreements  of  greater  or  less 
duration  and  effectiveness. 

In  1898  began  an  era  of  great  consolidations,  with  capitalizations 
ranging  from  $30,000,000  to  $100,000,000,  usually  mergers  of  many 
smaller  companies.  In  most  of  these,  as  in  the  earlier  price  agree- 
ments, the  ruling  motive  was  the  removal  of  competition. 

They  did  not,  however,  finally  eliminate  competition.  -On  the  con- 
trary, a  broad  movement  at  once  became  apparent  which  threatened 
competition  on  a  larger  scale  and  probably  more  severe  than  any  in 
steel  history.     This  was  the  process  known  as  "integration." 

The  situation  in  1899-1900  was  as  follows:  There  were  three  great 
companies — the  Carnegie  Company,  the  Federal  Steel,  and  the  National 
Steel — dominating  the  production  of  crude  and  semifinished  steel. 
This  may  be  called  the  "primary"  group.  Six  other  large  concerns — 
the  American  Steel  and  Wire,  American  Tin  Plate,  American  Steel 
Hoop,  American  Sheet  Steel,  National  Tube,  and  American  Bridge — 
severally  controlled  these  fighter  finished  products.  These  formed 
the  "secondary"  group. 

4525°— 11 2  xvn 


XYIH  LETTER    OF    SUBMITTAL. 

But,  large  as  these  concerns  were,  no  one  of  them  was  entirely  self- 
sufficient.  The  ' '  secondary  "  group  was  dependent  on  the  ' '  primary  " 
for  its  crude  steel;  the  "primary"  largely  dependent  on  the  "sec- 
ondary" for  a  market  for  its  products.  Few  were  completely 
"integrated;"  that  is,  few  carried  through  under  one  control,  with 
the  accompanying  advantages,  the  entire  industrial  process  from  the 
ore  to  the  finished  product,  Unking  up  ore  and  coal  mines,  transpor- 
tation, blast  furnaces,  steel  works,  roUing  mills,  and  finished  manu- 
facture. 

Immediately,  however,  came  the  next  step.  These  great  concerns 
almost  simultaneously  began  the  final  linking  up  of  the  chain  of  pro- 
duction. Once  begun  by  one  concern,  others  followed  in  self- 
defense.  The  "secondary"  companies  began  to  reach  back,  acquir- 
ing ore  reserves  and  crude  steel  plants.  For  example,  in  1900  the 
Steel  and  Wire  Company,  whose  supply  of  materials  had  previously 
been  purchased  mainly  from  the  Carnegie  or  the  Federal  company, 
planned  to  make  its  own  steel;  likewise  the  National  Tube  Company. 
The  "primary"  concerns,  finding  these  their  chief  customers  turning 
into  rivals,  retahated  by  reaching  forward  to  the  manufacture  of 
finished  products. 

Paramount  in  importance  was  the  ore.  The  recognition  of  that 
importance  came  strangely  late,  but,  once  recognized,  it  became  an 
axiom  that  no  large  concern  could  stay  in  the  business  unless  fortified 
by  its  own  ore  reserves.  By  1900  the  bulk  of  the  Lake  ores  was  in  the 
hands  of  less  than  a  dozen  companies,  with  a  similar  concentration 
in  coking  coal. 

Such  efforts  on  the  part  of  these  great  concerns,  in  striving  each 
to  "integrate,"  to  make  itseK  wholly  independent,  threatened  to 
result  in  a  great  and  sudden  increase  and  duphcation  of  the  steel 
producing  and  finishing  capacity  of  the  country,  and  to  involve  them 
also  in  an  invasion  of  each  other's  business. 

Thus  there  was  suddenly  revealed  to  the  industry  what  the  trade 
press  at  the  time  called  "the  impending  struggle  of  the  giants,"  a  con- 
test between  great  concerns  who  under  such  circumstances  might  be 
forced  to  work  out,  in  rigorous  competition,  the  survival  of  the  fittest. 

Such  were  the  conditions  in  the  steel  industrj'  in  1900.  The  spark 
that  hghted  the  train  was  the  threat  of  the  Carnegie  Comjiany  to 
erect  a  great  tube  plant  near  Cleveland,  thus  invading  the  field  of 
finished  manufacture. 

Steel  men  and  the  various  associated  financial  mterests  regarded 
this  situation  with  much  alarm.  In  such  competition  they^saw  a 
great  danger  to  their  businesses,  especially  to  the  profitable  quasi 
monopolies  in  certain  branches  of  the  trade.  In  avertino-  it  tliev 
also  saw  a  great  opportunity.  The  extraordinary  era  of  industrial 
expansion  was  still  on;  the  public  were  stUl  eagerly  absorbing  laro-o 
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issues  of  securities.  By  merging  these,  conflicting  interests  into  a 
great  corporation,  the  threatened  "steel  war"  would  be  averted,  and 
great  profits  realized  from  the  flotation  of  securities. 

With  amazing  swiftness,  in  a  few  weeks,  the  United  States  Steel 
Corporation  was  thus  organized,  and  began  business  on  April  1,  1901. 
Its  total  capitalization  was  a  little  over  $1,402,000,000  (including 
bonds).  It  is  strictly  a  "holding"  company — that  is,  it  does  not 
mine,  manufacture,  transport,  or  sell;  it  simply  owns  the  stock  (as  a 
rule  all  the  stock)  of  its  constituent  concerns.  The  concerns  acquired 
were  as  follows: 


Acquired  1901 : 

Carnegie  Company  (of  New 
Jersey)- 

Federal  Steel  Company. 

National  Steel  Company. 

American  Steel  and  Wire 
Company. 

American  Sheet  Steel  Com- 
pany. 

American    Tin    Plate    Com- 


pany. 
American 


Steel 


Com- 


Acquired  subsequently : 

Union  Steel  Company  (1902) . 
Clairton    Steel    Company 

(1904). 
Tennessee    Coal,    Iron    and 
Railroad  Company  (1907). 


Hoop 
pany. 

American  Bridge  Company. 

National  Tube  Company. 

Bessemer    Steamship    Com- 
pany. 

Shelby  Steel  Tube  Company. 

Lake  Superior  Consolidated 
Iron  Mines. 

Thus  competition  between  these  concerns  was  eliminated,  while 
enormous  profits  were  made  from  the  fiotation  of  securities,  with, 
also,  an  unparalleled  stock  commission  to  the  underwriting  syndicate, 
which  netted  a  clear  profit  of  about  $62,500,000  in  cash. 

At  its  formation  the  United  States  Steel  Corporation  (referred  to 
herein  as  the  "Corporation")  controlled  about  two-thirds  of  the 
country's  production  of  crude  steel,  and  from  one-half  to  four-fifths 
of  the  principal  rolled  steel  products.  It  comprised  ore,  coal,  lime- 
stone, natural  gas,  railway  and  steamship  companies,  blast  furnaces, 
steel  works,  rolling  mills,  finishing  plants,  and  various  other  proper- 
ties. It  was  thus  a  thoroughly  integrated  concern,  from  ore  to  fin- 
ished products. 

There  remained  outside  the  merger  a  number  of  great  companies  of 
the  primary  sort,  such  as  Jones  &  Laughlin,  the  Pennsylvania,  Cam- 
bria, Lackawanna,  Republic  and  Colorado  Fuel  and  Iron  companies, 
and  numerous  concerns  of  the  secondary  type.  While  overshadowed 
by  the  Steel  Corporation,  these  included  strong,  efficient,  and  growing 
businesses,  furnishing  a  basis  for  vigorous  competition. 
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INVESTMENT   ANt)    CAPITALIZATION    IN    1901. 

The  Steel  Corporation  is  the  greatest  industrial  concern  in  the 
United  States,  with  the  largest  properties,  and  of  international  impor- 
tance. It  is  the  most  conspicuous  example  of  the  modern  corporate 
organization  of  great  businesses.  As  such,  the  relation  of  its  invest- 
ment to  its  capitaUzation  and  to  its  earning  power  are  matters  of 
public  concern.  The  Corporation  itself  has  recognized  this  fact  m 
its  public  reports,  and  has  also  furnished  very  extensive  information 
to  the  Bureau. 

The  Corporation  was  organized  with  (in  round  numbers)  510  mil- 
lions of  preferred  stock;  508  millions  of  common  stock;  303  millions 
of  Corporation  bonds,  and  about  81  millions  of  underlying  and  mis- 
cellaneous obligations;  a  total  of  over  1,402  million  dollars. 

Speaking  broadly,  such  capitalization  amounted  to  the  claim,  the 
representation,  that  there  was  a  value  in  this  concern  which  would 
justify  a  fair  business  return  on  this  capitalization.  The  Bureau  finds, 
on  the  contrary,  that  in  1901  the  fair  market  value  of  its  tangible 
property  was  about  700  million  dollars,  slightly  less  than  one-haK  its 
capitalization.  The  other  half,  the  excess  of  about  700  million 
dollars,  is  thus  separated  and  stands  out,  embodying  the  essential 
public  questions  raised  by  the  Bureau's  analysis  of  its  investment. 
In  so  far  as  that  excess  represented  value  in  1901,  it  was  value  due 
either  to  increased  earning  power  from  elimination  of  competition; 
concentrated  ownership  of  the  basic  natural  resources,  iron  ore  and 
coal;  or,  in  some  degree,  integration  efficiency. 

When  such  values  are  capitalized  into  dividend  or  interest  bearing 
securities,  they  involve  important  public  problems.  They  are  merely 
another  name  for  price  policy,  and  the  whole  pubhc  is  ultimately 
concerned  in  steel  prices.  For  that  sufficient  reason  the  bulk  of  this 
part  of  the  report  is  devoted  to  an  analysis  of  the  Corporation's 
investment. 

Three  separate  methods  have  been  used  in  valuing  its  assets  in  1901 : 

(a)  By  historical  study  of  the  formation  of  constituent  concerns; 

(b)  by  market  values  of  the  securities  of  constituent  concerns;  (c)  by 
detailed  estimates  of  physical  properties,  classified  by  departments  of 
business.  By  the  first  method  the  valuation  is  $676  000  000-  by  the 
second,  $793,000,000;  and  by  the  third,  $682,000,000.  None' of  these 
figures  mcludes  any  merger,  integration,  or  monopolistic  factors 
ansmg  from  the  combination  of  1901.  It  is  precisely  the  obiect  of 
the  Bureau  to  distinguish  such  values  from  ordinary  property  value 

The  first  valuation  rests  chiefly  on  evidence  that  the  tano-ible  nroD- 
erty  of  most  of  the  constituent  concerns  did  not  exceed  the  preforr  d 
stock.     A  cash  option  price  was  usually  fixed  by  their  promoters'^ "  ^d 
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the  original  owners  could  take  this,  or  an  equal  amount  of  preferred 
stock,  with  a  bonus  in  common  stock,  in  the  new  combinations. 

This  was  the  case  with  the  National  Steel,  American  Tin  Plate, 
American  Sheet  Steel,  American  Steel  Hoop,  American  Steel  and  Wire, 
National  Tube,  and  American  Bridge  companies.  The  Federal  Steel 
Company's  property  somewhat  exceeded  its  preferred  stock.  In  the 
Carnegie  Company,  reliable  book  values  indicate  that  its  tangible 
assets  did  not  exceed  its  bond  issue.  The  property  of  the  Lake 
Superior  Consolidated  Iron  Mines  was  taken  as  equal  to  the  par  value 
of  its  stock. 

This  gives  the  valuations  at  the  dates  of  organization.  Adding  now 
the  surplus  earnings  of  these  concerns  up  to  April,  1901,  plus  the  new 
cash  provided  for  the  Corporation,  and  sundry  miscellaneous  obliga- 
tions representing  property,  gives  the  total  stated  above,  $676,000,000. 

Valuation  by  market  prices  of  the  securities  of  constituent  com- 
panies (second  method)  gives  about  $793,000,000,  or  $117,000,000 
more  than  the  preceding  valuation.  Such  excess  is  natural,  as  this 
method  necessarily  covers  all  property,  including  intangible  merger 
values  in  these  consolidations  prior  to  the  Steel  Corporation. 

The  valuation  by  departments  (third  method),  the  most  detailed 
and  conclusive,  was  as  follows: 

Manufacturing  properties,  including  blast  furnaces $250, 000, 000 

Transportation  properties 91,  500, 000 

Coal  and  coke  properties 80, 000, 000 

Natural  gas  and  limestone  properties 24, 000, 000 

Current  assets 136, 500, 000 

Ore  properties 100, 000, 000 

Total 682, 000, 000 

In  July,  1902,  in  defending  its  capitalization,  the  Corporation  itself 
made  an  estimate  similarly  classified.  If  we  omit  iron-ore  properties 
in  each  case,  that  estimate  exceeded  the  third  valuation  by  the  Bureau 
by  about  $175,000,000,  or  30  per  cent.  But  in  ore  the  Bureau's 
valuation  was  $100,000,000,  wliile  the  Corporation's  was  $700,000,000, 
seven  times  as  great,  a  difference  of  $600,000,000.  Thus  the  ore 
reserves,  the  dominant  factor  in  the  steel  industry,  are,  in  this 
valuation  of  its  assets  by  the  Steel  Corporation,  made  to  stand  for 
the  excess  of  capitalization  over  value  of  tangible  assets. 

And  it  is  true,  as  is  thus  tacitly  assumed  by  the  Corporation  itself, 
that  in  these  ore  holdings,  under  the  present  status  of  ownership  and 
control,  there  exists  an  earning  power  and  a  control  of  the  industry 
on  which  rest  largely  those  ultimate  intangible  merger  values  which 
must  be  invoked  in  any  attempt  to  justify  its  great  capitalization. 

The  determination  of  the  ordinary  market  value  of  this  ore  in  1901 
segregates  such  ordinary  value  from  the  pecuhar  merger  and  combi- 
nation values  evidently  attributed  to  it  by  its  owner.    The  Bureau's 
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valuation  of  $100,000,000  for  the  ore  was  reached  by  a  study  of  mar- 
ket prices  for  similar  properties  about  1901;  from  the  price  paid  by 
the  Corporation  for  a  large  part  of  its  own  holdings;  and  from  a  calcu- 
lation of  the  "present  worth"  of  the  royalties  paid  on  leased  ore. 
There  was  a  marked  agreement  in  the  results  by  these  various  meth- 
ods, and  it  is  certain  that  $100,000,000  is  a  liberal  figure. 

To  sum  up:  The  actual  market  value  of  the  Steel  Corporation's 
entire  tangible  properties  at  its  formation,  omitting  all  factors  of 
merger,  integration,  and  concentration,  was  not  over  $700,000,000, 
just  about  one-half  its  capitalization. 

The  Bureau  does  not  assume  to  say  that  the  capitahzation  should 
have  been  one-half  what  it  was,  or  indorse  at  this  time  any  particular 
theory  of  capitalization.  It  has  simply  separated  the  market  value 
of  physical  property  in  tliis  vast  concern  from  value  based  on  earning 
power  derived  from  intangible  factors.  It  has  defined  these  intangible 
factors  and  pointed  out  their  peculiar  relationship  to  price  policy  and 
the  public  interest,  to  wit,  merger  value,  integration  value,  monopo- 
listic value,  and  above  all  the  incalculable  industrial  power  that  rests 
on  the  control  of  the  bulk  of  the  available  iron  ore  of  the  country. 

1901-1910. 

Increases  in  propertt. — Since  its  formation,  the  Corporation, 
from  surplus  earnings  (allowing  for  depreciation  and  changes  in 
securities),  has  made  good  much  of  the  original  excess  of  its  capitaHza-  ' 
tion  over  tangible  property.  That  excess  in  1901  was  about  700 
million  dollars,  or  100  per  cent,  and  in  1910  only  about  280  million 
dollars,  or  24  per  cent.  The  total  tangible  value  in  1910  was  1,187 
million  dollars.  As  in  1901,  there  is  omitted  here  all  the  merger  values 
heretofore  referred  to,  and  all  appreciation  of  natural  resources  above 
the  actual  cost  thereof  to  the  Corporation. 

Profits. — ^The  rate  of  profit  has  been  calculated,  not  on  the  Corpora- 
tion's capital  stock,  but  on  the  total  investment  as  computed  by  the 
Bureau.  Operating,  administrative,  and  general  expenses,  as  well  as 
taxes,  have  been  deducted  from  earnings;  also  true  depreciation,  a 
matter  of  some  intricacy.  The  Corporation's  allowance  for  depre- 
ciation, including  mineral  exhaustion  and  obsolescence,  has  exceeded 
a  necessary  allowance.  The  Bureau  has  c  aref uUy  determined  from  the 
records  of  the  Corporation  the  proper  depreciation,  and  has  restored 
the  excess  to  profits. 

Thus  arrived  at,  the  average  rate  of  profit  on  actual  investment  from 
April  1,  1901,  to  December  31, 1910,  was  12  per  cent.  It  was  liighest 
in  1902,  15.9  per  cent,  and  lowest  in  1904,  7.6  per  cent.  The  yearly 
rates  do  not  indicate  any  pronounced  tendency,  but  have  on  the  whole 
sUghtly  decreased. 
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It  must  be  remembered,  however,  that  12  per  cent  profit  for  one 
small  concern  out  of  many  is  one  thing.  Other  concerns  may  make 
much  less.  It  is  a  very  different  thing  when,  as  in  this  case,  one-half 
of  the  whole  industry  has  been  maintained  on  the  level  of  a  12  per  cent 
profit. 

It  must  be  made  entirely  clear  that  this  1 2  per  cent  is  the  rate  of 
profit  on  the  whole  investment.  Were  that  part  of  the  investment 
deducted  which  may  be  said  to  be  borrowed  money,  chargeable  only 
with  a  low  "fixed  rate  of  return,  the  rate  on  the  remainder,  on  that 
part  which  may  be  considered  as  put  in  by  the  stockholders,  would 
be  considerably  higher. 

Position  in  the  industry. — While  in  production  the  Steel  Cor- 
poration from  the  beginning  has  overshadowed  its  principal  rivals, 
and  even  exceeded  all  of  its  competitors  combined,  its  proportion  of 
the  total  has  materially  diminished  in  the  ten  years  of  its  operation. 

In  pig  iron  production,  the  Corporation  has  just  about  maintained 
its  original  position;  in  1901,  43.2  per  cent;  in  1910,  43.4  per  cent. 
But  in  steel,  both  crude  and  finished,  it  has  lost  ground;  in  1901, 
66  per  cent  of  the  steel  ingots  and  castings;  in  1910,  only  54  per  cent, 
notwithstanding  great  additions  to  its  capacity.  RoUed  steel  prod- 
ucts generally  show  an  almost  steady  loss,  especially  structural 
shapes  and  tin  plate.     Even  in  rails  there  has  been  no  gain. 

In  short,  speaking  broadly,  as  against  60  per  cent  of  all  crude  and 
finished  steel  production  in  1901,  the  Corporation  now  has  not  much 
over  50  per  cent,  indicating  conclusively  the  continuous  presence  of 
strong  and  increasing  independent  production.  The  competition  of 
these  independents  with  the  Steel  Corporation  so  far  as  prices  are 
concerned  has  been  modified  by  the  policy  of  "  cooperation."  This 
will  be  discussed  in  a  later  part  of  the  report. 

In  efiiciency,  location  of  plant,  and  equipment — in  capacity  rather 
than  actual  production — the  Corporation  is  materially  stronger  than 
the  foregoing  figures  indicate,  and  in  case  of  continued  trade  depres- 
sion this  strength  would  probably  show  itself  in  increased  control. 
In  ownership  of  railroads  for  handling  its  materials  it  stands  in  a 
class  by  itself.  It  has  a  strong  but  not  exceptional  position  in  water 
transportation.  Its  control  of  the  best  qualities  of  coking  coal  is 
very  strong,  though  modified  of  late  by  new  processes  which  make 
other  coal  more  or  less  available  for  coking  purposes. 

Its  position  in  ore  reserves,  on  the  other  hand,  is  much  stronger  than 
in  any  other  factor  in  the  business.  It  is  almost  impossible,  and  would 
be  unwise,  to  attempt  any  quantitative  statement  of  its  proportion 
of  the  total  ore  of  the  country;  but  of  the  Lake  ores,  on  which  the 
present  steel  industry  is  based,  it  has  about  75  per  cent,  and  this 
advantage  is  materially  enhanced  by  its  extensive  control  of  the  rail 
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transportation  of  the  ore  from  the  mines  to  the  Lakes.  The  so-called 
HUl  lease  made  by  the  Corporation  in  1907,  with  an  unprecedentedly 
high  rate  of  royalty  and  other  onerous  conditions,  is  a  striking 
instance  of  the  pohcy  of  the  Corporation  to  maintain  a  high  degree  of 
control  of  ore.     This  lease  covered  enormous  ore  holdings. 

There  is  much  significance,  also,  in  the  prevailing  custom  of  leasing 
ore  mines  under  royalty  instead  of  purchasing  outright.  This  sys- 
tem as  applied  in  the  Lake  ore  region,  without,  any  effective  restric- 
tions as  to  size  of  holdings,  plainly  facilitates  concentration  of  ore 
property,  as  it  greatly  reduces  the  investment  required  to  control 
large  bodies  of  ore.  It  has  unquestionably  had  a  large  influence  in 
producing  the  high  concentration  of  control  now  existing  in  Lake 
ores,  as  well  as  elsewhere. 

Thus,  the  industry  itself  rests  physically  on  the  ore;  the  Corpora- 
tion based  one-half  its  capitaUzation  on  the  ore;  its  profits  on  ore, 
as  will  later  be  shown,  are  large;  and  in  the  ore  is  its  highest  degree 
of  concentration  and  control.  The  ore,  therefore,  is  of  primary  sig- 
nificance in  the  Corporation's  dominance,  and  in  that  resource  chiefly 
are  involved  the  industry's  problems  of  ultimate  pubhc  interest. 
Very  respectfully, 

Herbert  Knox  Smith, 

Commissioner  of  Corporations. 

The  President. 


REPORT  OF  THE  COMMISSIONER  OF  CORPORATIONS 
ON  THE  STEEL  INDUSTRY. 


Part  I.— OEGANIZATION,  INVESTMEITT,  PROFITS,  AND  POSITION 
OF  THE  UNITED  STATES  STEEL  CORPORATION. 


SUMMARY. 


The  principal  features  of  this  part  of  the  Bureau's  report  upon  the 
steel  industry  are : 

1.  The  marked  development  of  consolidation,  culminating  in  the 
organization  of  the  United  States  Steel  Corporation. 

2.  Capitalization  by  the  United  States  Steel  Corporation  far  in 
excess  of  property  values.  The  Bureau's  valuation  of  the  tangible 
assets  in  1901  is  $682,000,000,  as  against  $1,400,000,000  of  issued 
securities. 

3.  An  analysis  of  the  cost  of  the  subsequent  additions  to  the  prop- 
erty of  the  Corporation,  showing  a  total  investment  in  tangible 
property  on  December  31,  1910,  of  $1,187,000,000,  as  against 
$1,468,000,000  outstanding  securities. 

4.  An  average  rate  of  profit  from  1901  to  1910  on  the  Corporation's 
actual  investment,  as  computed  by  the  Bureau,  of  12  per  cent. 

5.  An  almost  continuous  decrease  in  the  Corporation's  proportion 
of  the  0U+  ut  of  principal  steel  products,  but  a  marked  increase  in  its 
ownership  or  control  of  iron-ore  deposits. 

DEVELOPMENT  OF  CONSOLIDATION. 
PEKIOD   PEIOR   TO    1898    MARKED    BY   ACTIVE    COMPETITION. 

Prior  to  1898  the  iron  and  steel  business  of  the  United  States  was 
distributed  among  a  very  large  number  of  interests.  There  was 
active  and  general  competition.  It  is  true  that  in  the  production  of 
crude  steel  (ingots),  semifinished  steel  (billets,  slabs,  sheet  bars,  etc.), 
and  heavy  finished  steel  products,  such  as  rails,  plates,  and  structural 
material,  substantial  prominence  had  been  attained  by  a  few  com- 
panies. Furthermore,  there  were  occasional  instances  of  consolida- 
tion, notably  the  organization  of  the  Illinois  Steel  Company  in  1889 
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as  a  merger  of  several  important  steel  concerns  in  Chicago  and  vicinity. 
The  Carnegie  Steel  Company  (I Ad.),  moreover,  while  not  generally 
considered  a  consolidation,  had  in  its  expansion  taken  on  many 
features  of  a  consohdation.  Despite  price  agreements  of  more  or 
less  significance  and  duration  these  large  steel-making  companies 
were,  as  a  rule,  in  active  competition.  With  respect  to  such  finished 
products  as  merchant  bars,  tubes,  sheets,  tin  plate,  wire,  and  wire 
nails,  the  number  of  manufacturers  was  large  and  rivalry  between 
them  was  keen.  In  short,  the  distinguishing  characteristic  of  the 
industry  at  this  period  was  competition. 

Another  feature  of  the  industry  at  this  period  was  that  most  of 
the  concerns  making  the  Hghter  finished  products  just  mentioned 
did  not  produce  their  own  steel,  but  purchased  it  from  the  larger 
steel-making  concerns.  Again,  even  some  of  the  largest  of  these 
steel-making  concerns  did  not  produce  all  of  their  pig  iron,  but 
bought  extensively  from  "merchant"  furnaces,  and  many  of  them 
were  dependent  upon  the  open  market  for  their  supplies  of  raw  mate- 
rials— ore  and  coal.  On  the  other  hand,  the  larger  steel  concerns, 
as  a  rule,  did  not  engage  extensively  in  the  manufacture  of  finished 
lines,  except  for  heavy  and  comparatively  simple  products,  like 
rails,  structural  material,  and  plates,  but  instead  sold  a  large  part 
of  their  output  of  crude  and  semifinished  steel  to  others  for  such 
elaboration.  In  other  words,  integration  of  the  industry  had  not 
been  carried  very  far  at  this  early  date. 

RAPID    PROGRESS    OF    CONSOLIDATION    AFTER    1898. 

The  late  nineties,  however,  witnessed  a  revolution  in  the  business. 
One  after  another,  great  consolidations  were  formed  in  the  principal 
branches  of  the  industry.  The  result  was  that  the  beginning  of 
1900  found  a  very  substantial  proportion  of  the  manufacture  of 
crude  and  semifinished  steel  and  of  such  finished  products  as  rails, 
structural  steel,  plates,  merchant  bars,  wire  rods  and  wire  products, 
sheets,  tin  plate,  and  tubes  under  the  control  of  less  than  a  dozen 
important  consolidations. 

One  of  the  earliest  of  these  mergers  was  the  Federal  Steel  Company, 
incorporated  ia  September,  1898.  Tliis  was  a  consohdation  of  the 
Illinois  Steel  Company  ia  the  Chicago  district;  the  Lorain  Steel  Com- 
pany farther  east;  the  Miimesota  Iron  Company,  one  of  the  largest  ore 
concerns  in  the  Lake  Superior  region  (wliich  also  owned  an  important 
ore  raih-oad  and  a  fleet  of  ore  vessels);  and  the  Elgm,  JoUet  and 
Eastern  Railway.  Integration  of  the  successive  stages  of  production 
was  the  chief  object  of  this  consohdation.  The  issued  capital  stock  of 
the  new  company  was  almost  $100,000,000;  and  it  secured,  roughly, 
15  per  cent  of  the  steel-ingot  production  of  the  country. 
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The  National  Steel  Company,  formed  early  in  1899,  with  $59,000,000 
jsued  capital  stock,  acquired  the  principal  crude-steel  manufacturing 
ompanies  west  of  the  Alleghenies  (chiefly  in  Ohio)  other  than  those 
wned  by  the  Federal  Steel  Company  and  by  the  Carnegie  Steel  Com- 
lany  (Ltd.).  Its  ingot  capacity  was  approximately  12  per  cent  of  the 
ountry's  total. 

The  Carnegie  ^terests  a  little  later  underwent  an  important  reor- 
unizationi  which  resulted  in  the  incorporation  in  March,  1900,  of  the 
'arnegie  Cpmpany  of  New  Jersey,  with  a  capitalization  of  $820,000,000 
half  of  which  was  in  bonds)  to  take  over  the  old  Carnegie  Steel  Com- 
lany  (Ltd.),  and  also  the  H.  C.  Frick  Coke  Company.  Inasmuch  as 
hese  interests  had  long  been  affiliated,  this  reorganization  was  not  a 
onsolidation  of  formerly  competing  concerns  in  the  same  sense  as 
ome  of  the  others  here  noted.  At  the  time  of  the  formation  of  the 
v[ew  Jersey  concern  the  Carnegie  interests  controlled  fully  18  per  cent 
if  the  ingot  production  of  the  country. 

These  three  concerns,  the  Carnegie,  the  Federal,  and  the  National 
teel  companies,  were  engaged  chiefly  in  the  manufacture  of  crude 
,nd  semifinished  steel  for  the  trade,  or  of  the  heavier  finished  steel 
iroducts,  such  as  steel  rails,  beams,  plates,  and  bars. 

There  was  also  a  second  group  of  consolidations,  chiefly  engaged  in 
he  manufacture  of  products  which,  while  comparatively  simple,  in- 
'olved  somewhat  more  advanced  processes  of  manufacture.  One  of 
hese,  the  American  Tin  Plate  Company,  was  organized  in  December, 
898,  with  146,000,000  issued  capital  stock.  It  acquired  practically 
very  tin-plate  concern  in  the  country,  giving  it  an  almost  complete 
aonopoly  of  that  branch  of  the  industry.  The  American  Steel  and 
Vire  Company,  organized  a  month  later,  with  $90,000,000  capital 
tock,  secured  all  the  leading  concerns  engaged  in  the  production  of 
dre,  wire  nails,  and  other  wire  products.  The  National  Tube  Com- 
)any,  formed  in  June,  1899,  with  $80,000,000  capital  stock,  acquired 
oncerns  controlling  the  bulk  of  the  production  of  iron  and  steel 
s^rought  tubing.  A  somewhat  smaller  consolidation  of  1899  was  the 
Lmerican  Steel  Hoop  Company,  capitalized  at  $33,000,000,  a  merger 
if  the  principal  concerns  making  hoop  steel,  especially  cotton  ties. 

Early  in  1900  the  American  Sheet  Steel  Company  was  organized, 
nth  $49,000,000  issued  capital  stock,  to  take  over  the  principal 
aanufacturers  of  steel  sheets.  The  American  Bridge  Company, 
ormed  in  April,  1900,  with  $61,000,000  issued  capital  stock,  con- 
rolled  the  great  bulk  of  the  heavy  bridge  construction  business  of 
he  country,  aside  from  other  structural  work.  The  Shelby  Steel 
^ube  Company,  a  less  important  concern  incorporated  in  February, 
900,  with  $13,150,000  issued  stock,  may  also  be  mentioned.  It 
lad  substantial  control  of  the  seamless  tubing  industry. 
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All  of  these  companies  were  later  merged  into  the  United  States 
Steel  Corporation. 

Certain  other  important  consoKdations  should  be  also  mentioned, 
which  did  not  enter  that  combination.  One  of  these  was  the  Republic 
Iron  and  Steel  Company,  organized  in  1899,  with  $47,500,000  issued 
stock,  a  consolidation  of  the  pfmcipal  manufacturers  of  rolled  iron 
products  in  the  Middle  West;  it  also  had  some  southern  plants.  In 
the  South  there  was  the  Sloss-ShefEeld  Steel  and  Iron  Company, 
with  $14,200,000  issued  capital  stock,  a  consolidation  of  various 
furnace  interests  in  Alabama.     This  company  did  not  make  steel. 

Concurrently  with  the  formation  of  these  consolidations  there 
occurred  an  expansion  of  several  older  concerns.  Thus  the  Pennsyl- 
vania Steel  Company,  which  had  an  important  plant  in  eastern 
Pennsylvania  and  another  near  Baltimore,  in  1901  increased  its 
issued  capital  stock  from  $6,500,000  to  $27,250,000  and  materially 
extended  its  manufacturing  operations.  The  Cambria  Steel  Company 
was  organized  in  1898  to  lease  the  old  Cambria  Iron  Company  with  a 
plant  at  Johnstown,  Pa.  It  had  an  issued  capital  stock  of  $16,000,000, 
this  being  later  increased  to  $45,000,000.  The  Lackawanna  Iron  and 
Steel  Company,  capitalized  at  $3,750,000,  determined  at  the  close  of 
1899  to  abandon  its  old  plant  at  Scranton,  Pa.,  and  was  succeeded 
in  1902  by  the  Lackawanna  Steel  Company,  of  New  York,  with 
$40,000,000  authorized  capital  stock  (since  increased).  This  com- 
pany erected  a  new  and  much  larger  plant  on  Lake  Erie,  near  Buffalo. 
The  Jones  &  Laughlin  interests,  whose  plants  were  in  the  Pittsburg 
district,  reincorporated  in  1902  as  the  Jones  &  Laughlin  Steel  Com- 
pany, with  $20,000,000  capital  stock  (since  increased  to  $30,000,000 
aside  from  a  large  issue  of  bonds). 

Aside  from  these  reorganizations  of  leading  iron  and  steel  concerns, 
mention  may  be  made  of  a  steady  expansion  in  operations  by  such 
old  establishments  as  the  Colorado  Fuel  and  Iron  Company  in  the 
West  and  the  Tennessee  Coal,  Iron  and  Railroad  Company  in  the 
South.  These  concerns  were,  moreover,  virtually  reorganized  at  a 
somewhat  later  date. 

All  of  these  concerns,  except  the  Tennessee  company  (acquired  in 
1907),  have  remained  outside  the  Steel  Corporation. 

GENERAL    CAUSES    OF    CONSOLmATION. 

The  transformation  in  the  steel  industry,  thus  far  described,  was 
simply  one  phase  of  a  general  movement  toward  industrial  consolida- 
tion at  the  time.  This  movement  was  characterized  in  varying  degree, 
by  three  especially  important  features,  as  follows: 

(1)  The  restriction  of  competition  through  combination. 

(2)  Integration;  that  is,  the  linking  up  of  productive  processes 
through  acquisition  under  one  control  of  raw  materials  and  manu- 
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facturing  plants  (and  in  some  cases  transportation  facilities)  and 
through  extensions  and  coordination  of  manufacturing  processes. 

(3)  The  creation  of  a  great  amount  of  inflated  securities. 

The  influence  of  all  these  factors  should  be  kept  clearly  in  mind. 
The  first,  namely,  the  restriction  or  elimination  of  competition,  was 
the  most  important.  Undoubtedly  it  was  the  principal  cause  of  most 
consohdations  in  the  steel  industry.  Profits  had  been  sharply 
reduced  by  the  severe  competition  which  accompanied  the  depression 
of  the  middle  nineties,  and  steel  manufacturers  were  attracted  to 
consolidation  as  a  means  of  increasing  their  returns.  Indeed,  the 
organizers  of  some  of  these  consolidations  have  admitted  that  the 
desire  to  control  or  eliminate  competition  was  the  chief  reason  for 
combination. 

However,  a  desire  to  secure  greater  economies  and  advantages 
through  integration  undoubtedly  played  an  important  part  in  the 
movement.  This  was  especially  true  of  the  steel  business,  where  such 
integration  has  been  introduced  to  an  exceptional  degree,  extending 
from  ownership  and  production  of  the  primary  raw  materials  to  the 
manufacture  of  the  finished  product.  A  conspicuous  feature  of  this 
was  the  acquisition  by  large  iron  and  steel  manufacturers  of  extensive 
reserves  of  raw  materials — ore  and  coal.  One  of  the  chief  advantages 
to  be  gained  was  the  saving  of  the  payment  of  profits  to  others  on 
such  materials.  In  the  case  of  ore  in  particular  this  was  an  impor- 
tant consideration  because  of  the  rather  effective  control  of  ore  prices 
from  time  to  time  by  ore  pools.  Whereas  in  the  beginning  of  the 
nineties  most  manufacturers,  as  already  stated,  were  largely  dependent 
upon  the  open  market  for  their  requirements  of  ore,  by  the  close  of  the 
decade,  as  a  result  of  this  change,  the  control  of  large  ore  reserves  had 
come  to  be  regarded  as  essential  to  successful  continuance  in  the 
industry.  The  great  bulk  of  the  iron-ore  deposits  of  the  Lake  Supe- 
rior region  had  by  1900  passed  under  the  control  of  less  than  a  dozen 
interests,  chiefly  steel-making  concerns.  The  most  desirable  coking- 
coal  fields  of  the  East  had  been  secured,  largely  by  the  same  steel- 
making  interests,  with  almost  equal  rapidity. 

Along  with  this  acquisition  of  supphes  of  raw  materials  went  a 
marked  integration  of  manufacturing  processes. 

Such  integration  and  coordination  of  the  industry,  aside  from 
eliminating  the  payment  of  profits  to  others,  made  possible  the  intro- 
duction of  many  economies  in  the  manufacture  of  steel  products, 
particularly  in  the  saving  of  fuel  and  labor.  In  considering  the  gen- 
eral causes  which  led  to  consolidation  in  the  steel  business,  therefore, 
this  element  of  integration  should  be  given  due  weight. 

Restriction  of  competition  and  integration  of  industry  were,  how- 
ever, by  no  means  whoUy  responsible  for  the  rapid  progress  of  con- 
sohdation.     The  creation  of  new  securities  for  the  sake  of  a  stock- 
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market  profit  was  a  very  important  consideration.  The  public 
demand  for  such  securities  was  unusually  active  at  this  time. 
Indeed,  the  proportions  of  this  movement  were  largely  determined 
by  the  opportunity  to  market  the  securities  thus  created.  So  long 
as  the  demand  for  such  issues  was  maintained  the  supply  was 
steadily  increased. 

The  importance  of  this  stock-market  factor  in  the  consolidation 
movement,  whether  in  the  iron  and  steel  industry  or  in  other  indus- 
tries, is  too  often  overlooked.  Consolidation,  while  in  large  meas- 
ure an  outgrowth  of  technical  and  industrial  conditions,  was  by  no 
means  exclusively  so.  Instead,  there  was  frequently  a  marked 
reluctance  on  the  part  of  owners  to  dispose  of  the  businesses  which 
they  had  built  up,  and  in  many  cases  the  controlling  inducement  to 
sell  out  was  the  enormous  price  obtainable  in  the  securities  of  these 
great  consolidations. 

The  consolidation  of  wire  interests  is  a  conspicuous  illustration  of 
the  great  inflation  of  capitalization  thus  brought  about.  In  the 
organization  of  the  American  Steel  and  Wire  Company  of  Illinois, 
in  March,  1898,  each  $100  of  the  stock  of  the  Consolidated  Steel  and 
Wire  Company,  one  of  the  constituent  concerns  (and  itself  a  con- 
solidation of  seven  plants)  received  $175  of  preferred  stock  and  $175 
in  common  stock  of  the  new  company,  or  $350  of  new  securities  for 
every  $100  of  old.  Undoubtedly  the  stock  of  the  Consolidated  Steel 
and  Wire  Company  was  worth  considerably  more  than  par  from  the 
standpoint  of  earnings.  A  few  months  later  each  $100  of  the  pre- 
ferred stock  of  the  ^\jnerican  Steel  and  Wire  Company  of  Illinois 
received  $100  in  preferred  stock  and  $60  in  common  stock  of  the 
American  Steel  and  Wire  Company  of  New  Jersey,  while  each  $100 
of  the  Illinois  company's  common  stock  received  $120  in  common 
stock  of  the  new  concern.  Thus  each  $100  stock  of  the  old  Consoli- 
dated company  became  $490  in  the  stock  of  the  New  Jersey  concern. 
(Still  later,  in  the  merger  of  the  American  Steel  and  Wire  Company 
of  New  Jersey  into  the  United  States  Steel  Corporation,  there  was 
some  further  increase.) 

A  noteworthy  feature  of  this  general  inflation  of  securities  was  the 
heavy  stock  commissions  received  by  the  promoters  of  these  con- 
solidations as  their  compensation.  In  the  case  of  the  American  Tin 
Plate  Company  $10,000,000  of  common  stock  admittedly  went  to 
the  organizers,  and  in  the  case  of  the  National  Steel  Company  and 
also  of  the  American  Steel  Hoop  Company  at  least  $5,000,000.  In 
the  organization  of  the  American  Steel  and  Wire  Company  $11 ,600,000 
of  the  common  stock  went  to  the  promoters  and  underwriters.  In 
the  organization  of  the  National  Tube  Company  $20,000,000  of  com- 
mon stock  appears  to  have  been  issued  as  a  commission  to  the  pro- 
moters or  bankers,  and  in  the  case  of  the  American  Bridge  Company 
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at  least  $7,250,000  of  common  stock,  and  possibly  twice  that  amount. 
The  underwriting  syndicate  of  the  Federal  Steel  Company  received 
approximately  $5,680,000  preferred  stock  and  $8,400,000  of  common 
stock  in  return  for  approximately  $4,800,000  cash  and  their  services 
in  organizing  that  concern.  There  were  similar  large  payments  in 
the  case  of  some  others  of  these  steel  consolidations.  In  the  case  of 
the  Carnegie  Company  apparently  no  commission  was  paid,  the  reor- 
ganization of  this  concern  being  handled  by  the  former  owners  with- 
out the  assistance  of  outsiders. 

Out  of  the  proceeds  of  such  stock  commissions  frequently  some 
organization  expenses  had  to  be  met,  but  in  the  main  these  commis- 
sions were  intended  as  compensation  to  the  promoters  of  these  con- 
solidations. It  should  be  noted  that  the  size  of  these  commissions 
frequently  was  fixed  by  the  promoters  themselves,  since  they  deter- 
mined the  capitalization  of  the  consolidated  company. 

CAUSES    OF    THE    FORMATION    OF    THE    UNITED    STATES     STEEL 

CORPORATION. 

The  fundamental  causes  for  the  formation  of  the  United  States  Steel 
Corporation  were  substantially  the  same  as  those  which  gave  rise  to 
the  earlier  consolidations  already  described,  namely,  restriction  or 
prevention  of  competition;  integration;  stock  inflation.  The  same 
causes,  though  in  varying  degree,  were  here  present,  and  the  same 
processes  were  here  repeated,  though  in  a  more  comprehensive  manner 
and  on  a  vaster  scale. 

A  striking  and  surprising  result  of  the  consolidation  movement  in 
the  late  nineties,  just  described,  was  that  while  several  of  the  great 
steel  consolidations  aimed  to  and  did  secure  a  substantial  degree  of 
monopoly  of  their  particular  branches  of  the  business,  nevertheless 
competition  was  not  thereby  destroyed.  Instead,  it  soon  developed 
that  the  formation  of  these  great  consolidations  was  likely  to  bring 
on  an  era  of  competition  more  severe  than  any  the  industry  had  yet 
seen.  The  reason  for  this  is  plain.  At  the  bottom,  such  "particular 
branches"  were  not  essentially  separate.  In  the  commercial  and 
technical  development  of  the  business  they  tended  naturally  to 
overlap.  In  other  words,  this  unforeseen  outcome  of  consolidation 
was  largely  due  to  the  tendency  of  these  great  concerns  to  secure 
greater  integration,  to  make  themselves  virtually  independent  in  all 
stages  of  production  from  the  ore  up. 

.  The  conditions  were  quite  remarkable.  Competition  was  threat- 
ening to  break  out  in  much  more  violent  form  in  the  steel  industry. 
On  the  other  hand,  the  upward  swing  of  business  in  the  United  States 
had  not  exhausted  its  vigor,  and  the  readiness  of  the  business  world 
to  support  vast  commercial  and  financial  undertakings  was  unabated. 
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Thus  the  industrial  situation  presented  an  extraordiaary  mo  iv 
form  a  great  merger,  as  well  as  to  avert  imminent  competi  ^"^^^^^^^^ 

The  active  integration  movement,  furthermore,  presente  a 
very  serious  consideration.  The  extensions  made  "^  \i  .  ,  ,  ■, 
makers  into  the  territory  of  those  manufacturing  more  finished  prod- 
ucts, and  vice  versa,  meant  not  only  increased  competition,  but  also 
a  sudden  and  great  increase  in  the  productive  capacity  tor  crude 
steel  and  steel  products,  an  increase  that  might  place  production,  for 
some  time  at  least,  far  beyond  the  country's  power  of  consumption. 
The  leading  men  connected  with  the  steel  industry  feared  such  over- 
investment in  plant,  which  might,  they  felt,  seriously  disturb  general 
industrial  and  financial  conditions.  Again,  they  feared  the  breaking 
down  of  the  extremely  profitable  quasi  monopolies  already  established. 

Industrial  situation. — As  these  conditions  were  the  most  crit- 
ical factors  in  the  position  of  the  steel  industry  at  the  close  of  1900 
and  the  beginning  of  1901,  it  is  necessary  to  recite  them  in  some 
detail. 

Taking  first  what  may  be  called  the  "primary"  group  of  consoli- 
dations, namely,  those  producing  crude  and  semifinished  steel:  The 
Carnegie  Company  was  tlie  most  important  of  these.  It  depended  for 
marketing  its  semifinished  steel  products  on  other  manufacturers 
for  whom  these  products  were  raw  materials.  As  to  its  own  raw 
materials  it  was  quite  independent,  with  vast  holdings  of  iron  ore 
and  coking  c')al,  as  well  as  extensive  transportation  properties. 

The  Federal  Steel  Company  was  in  much  the  same  general  posi- 
tion as  the  Carnegie,  and  integrated  to  a  similar  degree,  though 
without  quite  as  strong  an  organization  or  financial  condition. 

The  National  Steel  Company  (a  "Moore"  concern)  was,  like  the 
other  two,  partly  dependent  on  other  manufacturers  for  a  market  for 
its  products,  but  this  company  had  a  peculiar  advantage  through 
its  intimate  relations  with  the  rest  of  the  so-caUed  "Moore"  concerns, 
the  Sheet,  Tin  Plate,  and  Hoop  consolidations.  It  was  also  inte- 
grated to  a  degree  comparable  with  that  of  the  other  two. 

A  very  important  concern  closely  related  to  this  primary  group  of 
steel-makmg  companies  was  the  Lake  Superior  ConsoHdated  Iron 
Mines,  with  great  holdings  of  ore  in  the  Lake  region,  an  ore  raikoad 
to  the  upper  Lake  ports,  and  an  affiHated  fleet  of  ore  vessels.  It  was 
not  a  manufacturing  concern. 

The  "secondary"  group  consisted  of  those  concerns  making  the 
more  imished  products. 

Of  these  the  American  Steel  and  Wire  Company  at  its  organization 
had  a  substantially  monopohstic  control  of  wire  products.  It  was  not 
however,  strong  m  its  raw  materials,  namely,  steel  billets,  although 
subsequent  to  its  organization  it  did  acquire  iron  ore,  coal  property 
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and  a  vessel  fleet;  but  it  was  by  no  means  completely  integrated  in 
1900. 

The  National  Tube  Company  at  its  formation  controlled  the  greater 
part  of  the  country's  production  of  wrought  pipe  and  tubes.  Two 
of  its  chief  plants  were  fairly  well  integrated.  The  company,  how- 
ever, purchased  a  large  part  of  its  crude  steel. 

The  American  Bridge  Company  handled  a  large  part  of  the  country's 
business  of  heavy  bridge  construction,  but  depended  almost  entirely 
on  other  concerns  for  its  raw  material,  structural  steel,  particularly 
on  the  Carnegie  Company. 

The  American  Sheet  Steel,  American  Tin  Plate,  and  American 
Steel  Hoop  companies  were  all  "Moore"  concerns.  They  largely 
controlled  their  lines  of  production,  but  were  integrated  to  only  a 
small  extent.  All  three,  however,  being  afEhated,  as  stated  above, 
with  the  National  Steel  Company  (the  crude-steel  concern  of  the 
"Moore"  companies),  were  thus  protected  to  a  certain  extent  as  to 
the  supply  of  their  raw  materials. 

This  general  situation  was  obviously  one  of  transition,  of  change, 
in  view  of  the  prevailing  movement  toward  complete  integration, 
and  the  resulting  invasion  of  these  great  concerns  into  each  other's 
business  field.  And  the  change  promptly  came.  In  particular,  the 
so-called  "secondary"  concerns  began  to  extend  their  business  back- 
ward to  the  production  of  pig  iron  and  crude  steel  and  the  mining 
of  raw  materials.  This  tended  to  lessen  the  market  and  injure  the 
primary  concerns,  particularly  the  Carnegie  Company,  and  to  a  less 
degree  the  Federal  Steel  Company. 

For  example,  the  American  Steel  and  Wire  Company,  the  constitu- 
ent concerns  of  which  had  previously  bought  most  of  their  supply  of 
billets  or  wire  rods  from  either  the  Federal  Steel  Company  or  the 
Carnegie  company,  planned  in  1900  to  make  its  own  pig  iron  and 
steel. 

The  National  Tube  Company,  which  had  bought  a  large  part  of  its 
raw  materials  from  the  Carnegie  concern,  proposed  to  erect  addi- 
tional blast  furnaces  and  steel  works. 

The  "Moore"  companies  (National  Steel,  Tin  Plate,  Sheet  Steel, 
and  Steel  Hoop)  were  rapidly  making  themselves  independent 
through  the  enlargement  of  the  crude  steel  capacity  of  the  National 
Steel  Company.  This  latter  concern,  moreover,  secured  extensive 
ore  and  coal  properties  and  a  fleet  of  Lake  ore  vessels.  The  con- 
stituent companies  of  these  Moore  concerns  had  formerly  bought 
large  amounts  of  steel  from  the  Carnegie  and  other  "primary" 
companies. 

The  obvious  result  of  these  extensions  was  that  the  Carnegie  Com- 
pany and  to  a  less  degree  the  Federal  Steel  Company  saw  the  danger 
4525°— 11 3 
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of  the  loss  of  a  part  of  their  market  for  semifLoished  steel,  and  the 
probability  that  their  former  best  customers  would  become  their  rivals. 
These  "primary"  concerns,  therefore,  promptly  entered  upon  a  policy 
of  retaliation.  The  Federal  Steel  Company  prepared  to  take  up  the 
manufacture  of  several  finished  products,  particularly  structural  mate- 
rial, tubes,  and  universal  plates.  The  Carnegie  interests  also  con- 
sidered building  new  finishing  miUs. 

Finally,  at  the  close  of  1900,  the  Carnegie  interests  announced  that 
they  would  erect  an  immense  tube  plant  on  the  shores  of  Lake  Erie. 
Mr.  Carnegie  stated  that  this  move  was  largely  the  result  of  the  plans 
of  the  National  Tube  Company  to  provide  its  own  supplies  of  crude 
steel. 

As  already  shown,  the  economic  forces  at  work  in  the  industry 
at  that  time,  particularly  the  general  tendency  toward  integration, 
clearly  foreshadowed  a  period  of  competition  and  duplication  of 
capacity.  Under  these  circumstances  this  aggressive  move  of  the 
Carnegie  interests '  precipitated  a  crisis.  Conditions  in  the  steel 
industry  were  unsettled.  Both  the  daily  press  and  trade  journals 
were  actively  discussiag  the  coming  "battle  of  the  giants." 

Interests  of  financieks. — This  critical  trade  situation  was  in- 
tensified because  of  the  importance  which  the  securities  of  several  of 
these  steel  concerns  had  assumed  on  the  stock  market.  A  period  of 
violent  competition  in  the  steel  industry  would  inevitably  have 
been  followed  by  a  great  decline  in  the  value  of  these  securities.  This 
would  have  been  very  embarrassing  to  the  financial  groups  which 
were  behind  these  consolidations.  A  more  important  matter  was 
that  the  financial  backers  of  some  of  these  steel  concerns  had  exten- 
sive commitments  in  other  directions,  which  might  be  jeopardized 
by  such  an  acute  struggle  in  the  steel  industry.  From  the  stand- 
point of  these  financiers,  therefore,  the  situation  presented  at  once 
a  great  danger  and  a  great  opportunity. 

From  a  financial  point  of  view  there  were  four  important  groups, 
which  were  more  or  less  distinct,  namely,  "Morgan,"  "Moore," 
"Carnegie,"  and  "Rockefeller."    ■ 

The  Morgan  group,  which  included  the  Federal  Steel,  National 
Tube,  and  American  Bridge  companies,  enjoyed  of  course  the  advan- 
tage of  a  strong  financial  support,  but  these  financial  interests  were 
extensively  committed  in  other  lines  of  business,  especially  in  rail- 
road financiering.  It  may  be  noted  that  there  were  reports  at  this 
time  that  the  Carnegie  interests  were  contemplating  the  construction 
of  a  railroad  from  Pittsburg  to  the  Atlantic  seaboard.  Tliis  threat, 
if  made  good,  would  have  created  an  extremely  disturbing  factor  in 
the  trunk-hne  situation. 
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The  Moore  concerns,  already  described,  were  the  most  heavily  over- 
capitalized and  suflFered  from  a  distinctly  speculative  backing. 

The  Carnegie  interests  were  apparently  in  the  best  position  of  any 
of  these  groups  to  meet  a  price  war.  They  had  abundant  capital  and 
credit,  and  their  securities  did  not  figure  on  the  stock  market,  while 
their  organization  and  management  were  unequaled. 

The  Rockefeller  interests  were  entirely  concerned  with  the  pro- 
duction and  transportation  of  iron  ore.  Their  fiaancial  resources 
were  of  course  abundant  for  any  emergency.  Their  stocks  did  not 
figure  to  any  considerable  degree  on  the  exchanges. 

The  American  Steel  and  Wire  Company  apparently  was  not  closely 
aflBliated  with  any  of  the  foregoing  groups. 

It  is  evident,  therefore,  that,  both  from  the  point  of  view  of  the 
iron  and  steel  industry  and  that  of  the  stock  market,  there  was  a 
great  inducement  to  avert  the  threatened  outbreak  of  violent  com- 
petition between  these  rival  interests.  A  steel  war  might  have  meant 
the  sudden  end  of  the  extraordinary  period  of  speculative  activity 
and  profit.  On  the  other  hand,  an  averting  of  this  war,  and  the 
coalition  of  the  various  great  consolidations,  if  successfully  financed, 
would  be  a  tremendous  "bull"  argument.  It  would  afford  its  pro- 
moters an  opportunity  for  enormous  stock-market  profits  through  the 
sale  of  its  securities.  The  advantages  to  these  interests  also,  through 
the  concentration  of  profits  in  different  stages  of  the  industry  under  a 
single  control,  were  considerable,  and  there  was  undoubtedly  some 
advantage  to  be  gained  through  the  further  integration  which  such 
a  consolidation  would  render  possible. 

It  was  clear  to  everyone  that  no  consolidation  of  this  sort  could  be 
made  successful  unless  it  included  the  Carnegie  Company,  which  was 
the  most  powerful  factor  in  the  situation,  which  had  long  been  noted 
for  its  aggressive  tactics,  and  which,  as  above  shown,  had  precipitated 
this  crisis.  Moreover,  there  can  be  httle  doubt  that  many  interests 
in  the  steel  industry  regarded  Mr.  Carnegie's  personal  influence  as  a 
menace  to  themselves  and  their  businesses,  and  desired  to  secure  his 
retirement  from  the  trade.  The  primary  solution  of  the  situation, 
therefore,  from  the  standpoint  of  these  interests,  was  to  buy  out  Mr. 
Carnegie.  It  was  reahzed  that  this  would  be  an  extremely  expensive 
transaction,  which  would  require  the  cooperation  of  the  leading  inter- 
ests. The  purchase  of  that  concern  obviously  could  not  be  financed 
with  cash.  Arrangements  were,  however,  effected  with  Mr.  Carnegie 
for  taking  over  his  large  holdings  in  his  company  in  exchange  for 
bonds  of  the  new  consoUdation. 

The  threatened  "steel  war"  was  thus  averted  after  only  a  few 
weeks  of  negotiation,  as  a  result  of  which  the  United  States  Steel 
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Corporation  was  formed,  and  acquired,  on  April  1,  1901,  or  shortly 
thereafter,  the  following  concerns: 

Acquired  subsequently  in  1901: 
American  Bridge  Company. 
Lake  Superior  Consolidated 
Iron  Mines. 


Bessemer    Steamship    Com- 
pany. 
Shelby  Steel  Tube  Company. 


Acquired  April  1,  1901: 

Carnegie  Company  (of  New 
Jersey). 

Federal  Steel  Company. 

American  Steel  and  Wire 
Company. 

National  Tube  Company. 

National  Steel  Company. 

American  Tin  Plate  Com- 
pany. 

American  Steel  Hoop  Com- 
pany. 

American  Sheet  Steel  Com- 
pany. 

Further  important  acquisitions  were  made  later,  as  noted  hereafter. 

By  this  merger  substantially  two-thirds  of  the  steel-ingot  produc- 
tion, and  a  proportion  of  the  principal  rolled-steel  products  of  the 
country,  varying  from  one-half  to  four-fifths,  or  more,  was  trans- 
ferred to  the  control  of  a  single  concern.  The  Steel  Corporation's 
share  of  the  total  pig-iron  production  was  only  about  43  per  cent. 
However,  of  the  output  of  steel-making  pig  iron  of  the  country,  the 
Corporation's  share  was  not  less  than  58  per  cent. 

The  position  taken  by  the  Steel  Corporation  is  that  this  great  aggre- 
gation of  property  was  in  the  main  an  assembling  and  coordination  of 
different  branches  in  the  industry,  the  primary  object  of  wliich  was  to 
secure  greater  efficiency  and  integration,  and,  of  course,  saving  of  the 
payment  of  profits  to  others.  Their  contention  is  that  most  of  the  con- 
stituent concerns  of  the  Corporation  were  not  in  actual  competition 
with  one  another,  and  they  are  disposed  to  minimize  the  restriction  of 
competition  brought  about  as  a  result  of  this  great  merger. 

It  is  true  that  certain  of  the  constituent  consohdations,  as,  for 
instance,  the  American  Steel  and  Wire  Company  and  the  National 
Tube  Company,  were  not  competing  with  one  another  at  this  partic- 
ular period.  However,  there  was  active  competition  between  the 
three  principal  crude-steel  concerns — the  Carnegie  Company,  the 
Federal  Steel  Company,  and  the  National  Steel  Company — whUe 
these  concerns,  to  some  extent  at  least,  were  in  competition  with 
some  of  the  large  consolidations  making  the  lighter  finished  products. 
Moreover,  the  fact  should  not  be  lost  sight  of  that  nearly  all  of  the 
latter  class  of  consohdations  were  origmaUy  created  with  the  inten- 
tion of  restricting  competition.  A  more  important  matter  is  that 
a  period  of  violent  competition  among  aU  of  these  concerns  was 
imminent  at  this  juncture,  and  that  the  United  States  Steel  Cor 
poration  was  organized  for  the  specific  purpose  of  preventmo-  the 
new  competition  thus  threatened  as  weU  as  eliminating  that  already 
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existing  among  these  concerns.  The  opportunity  for  reaping  a  huge 
promoter's  profit  out  of  this  situation  undoubtedly  was  an  important 
consideration  in  bringing  about  the  merger.  Nevertheless  the  primary 
object  was  the  restriction  or  prevention  of  competition. 

Several  of  the  largest  iron  and  steel  concerns  which  were  not  ab- 
sorbed by  the  Steel  Corporation  were  at  that  time  engaged  in  the 
manufacture  of  special  products  which  did  not  bring  them  into  sharp 
conflict  with  the  Corporation,  or  confined  their  activities  to  a  more 
limited  field  than  that  of  the  Corporation.  The  failure  of  the  Corpo- 
ration to  include  some  of  these  concerns  was,  therefore,  less  signifi- 
cant than  might  at  first  sight  appear.  However,  several  of  the  con- 
cerns remaining  outside,  notably  the  Jones  &  Laughlin  interests,  the 
Lackawaima  Iron  and  Steel  Company,  the  Repubhc  Iron  and  Steel 
Company,  the  Pennsylvania  Steel  Company,  and  the  Cambria  Steel 
Company,  were  important  rivals  of  the  Corporation.  The  Colorado 
Fuel  and  Iron  Company  in  the  West,  on  account  of  its  geographical 
location,  was  not  a  serious  competitor.  Nevertheless,  negotiations 
were  entered  into  shortly  after  the  organization  of  the  Steel  Corpora- 
tion for  the  acquisition  of  that  concern,  but  were  not  consummated. 
The  Tennessee  Coal,  Iron  and  Raihoad  Company  in  the  South  was  at 
this  time  chiefly  concerned  with  the  production  of  foundry  pig  iron. 
As  noted  below,  this  concern  was  acquired  by  the  Steel  Corporation 
m  1907. 

DESCRIPTION   OF   THE    UNITED    STATES    STEEL    CORPORATION    IN    1901. 

Some  idea  of  the  magnitude  of  the  Steel  Corporation,  as  well  as 
of  its  character  as  a  consolidation  of  combinations,  is  brought  out  by 
Table  3,  facing  page  107,  which  gives  its  principal  constituent  com- 
panies in  1901,  with  the  subsidiaries  of  these  at  that  date,  or  the 
principal  properties,  where  the  ownership  was  in  fee  instead  of  by 
stock. 

At  its  organization  the  Corporation  acquired  steel  works  with  an 
annual  capacity  of  over  9,400,000  tons  of  crude  steel  and  more  than 
7,700,000  tons  of  finished  rolled  steel  products;  several  railroads, 
with  over  1,000  miles  of  main  track  and  a  large  mileage  of  second 
track  and  sidings;  a  fleet  of  112  Lake  ore  vessels;  iron-ore  reserves  in 
the  Lake  region  estimated  at  about  500,000,000  to  700,000,000  tons 
(see  p.  28);  more  than  50,000  acres  of  coking-coal  lands  with  a  great 
acreage  of  other  grades  of  coal,  not  to  mention  numerous  miscellaneous 
properties. 

Subsequent  acquisitions  and  additions. — Since  its  organiza- 
tion the  Steel  Corporation  has  very  greatly  increased  the  capacity 
of  its  plants  and  the  scope  of  its  operations.  The  bulk  of  this  increase 
has  been  due  to  the  construction  of  new  plants,  or  the  enlargement  of 
old  ones,  the  acquisition  of  additional  ore  and  coal  properties,  and 
similar  extensions,  such  additions  being  paid  for  largely  from  earnings. 
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The  Corporation,  howerer,  has  made  three  important  acquisitions 
of  competing  concerns  since  1901.  The  first  of  these  was  the  pur- 
chase in  December,  1902,  of  the  Union  Steel  Company,  which  had  just 
absorbed  the  Sharon  Steel  Company.  This  concern  was  located  in 
the  Pittsburg  district  and  was  an  aggressive  competitor  m  several 
branches  of  production  in  which  the  Steel  Corporation  was  actively 
engaged.  It  also  had  a  valuable  ore  property.  The  company  was 
backed  by  very  influential  interests,  including  H.  C.  Fnck,  and  it  was 
desired  by  the  Steel  Corporation  for  these  reasons  even  more  than  for 
its  properties. 

In  May,  1904,  the  Corporation  purchased  the  Clairton  Steel  Com- 
pany, a  somewhat  smaller  concern.  It  was  in  the  hands  of  receivers 
at  the  time  of  its  acquisition. 

The  third  and  most  important  of  these  acquisitions  was  the  Ten- 
nessee'Coal,  Iron  and  Railroad  Company,  in  1907.  By  the  purchase 
of  this  company  the  Steel  Corporation  secured  the  leading  factor  in 
the  southern  iron  and  steel  industry  (the  Tennessee  concern  having 
by  this  time  erected  steel  works  of  considerable  capacity),  and,  what 
was  of  more  consequence,  the  extensive  ore  and  coal  reserves  of  that 
company.  The  purchase  of  this  concern,  which  was  made  in  the 
height  of  the  panic  of  1907,  had  been  preceded  by  unsuccessful 
attempts  on  the  part  of  other  interests  to  use  it  as  a  basis  of  a  rival 
consohdation  which  would  also  include  the  Sloss-Sheffield  Steel  and 
Iron  Company  and  the  Republic  Iron  and  Steel  Compan}-. 

CAPITALIZATION  AND  INVESTMENT  OP  THE  UNITED  STATES 
STEEL  CORPORATION  IN  1901. 

The  relation  of  the  assets  and  actual  investment  of  this  great  com- 
bination to  the  securities  issued  is  of  high  public  importance  in  esti- 
matiag  both  the  status  of  the  Corporation  itself,  the  reasonableness  of 
its  profits,  and  its  other  effects  on  the  interests  of  the  public. 

The  Corporation  in  1901,  after  its  organization  had  been  fairly  com- 
pleted (and  including  the  acquisition  of  the  Shelby  Steel  Tube  Com- 
pany, which  did  not  occur  until  August),  had  a  total  outstanding 
capitalization,  iacluding  underlying  bonds,  sundr}^  mortgages,  and 
purchase-money  obligations  (but  excluding  1535,407  unacquired  stock 
of  subsidiaries) ,  as  follows : 

Preferred  stock |510, 205, 743 

Common  stock 508,227,394 

Steel  Corporation  bonds 303, 450  000 

Underlying  bonds 59^0911  657 

Purchase-money  obligations  and  real-estate  mortgages 21,  872,  023 

Total 1, 402,  846,  817 
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For  the  purposes  of  the  Bureau's  investigation  it  was  essential  to 
make  an  analysis  of  the  actual  value  of  the  physical  properties  of 
the  Corporation  in  1901,  upon  which  this  huge  capitalization  was 
based.  The  Bureau  has  made  such  an  analysis  by  three  different 
methods : 

First,  iy  organization  history — that  is,  from  historical  study  of 
the  organization  and  investment  of  the  constituent  concerns  at  the 
time  of  their  formation. 

Second,  iy  marJcet  value  of  securities — that  is,  by  computation  of 
the  pubhc  estimate  of  the  value  of  the  properties  of  those  constituent 
concerns  as  reflected  in  the  market  prices  of  their  securities. 

Third,  hy  departments  of  business — that  is,  by  a  detailed  estimate 
of  the  physical  properties  of  the  company  by  departments  of  its 
business,  computed  from  aU  available  data  and  with  an  especially 
elaborate  calculation  of  the  value  of  the  ore  property. 

The  valuation  arrived  at  by  the  Bureau  by  the  first  method,  which 
is  chiefly  for  tangible  assets,  is  approximately  $676,000,000;  the 
valuation  arrived  at  by  the  second  method,  which  includes  intangi- 
ble considerations,  is  approximately  $793,000,000;  the  valuation 
arrived  at  by  the  Bureau  by  the  third  and  more  precise  method,  this 
being  for  tangible  assets  only,  is  approximately  $682,000,000. 

None  of  these  valuations  includes  any  value  imparted  to  these 
properties  by  the  very  act  of  merging  them  iato  the  Steel  Corpora- 
tion and  treating  them  as  a  unified  going  concern.  Obviously  such 
a  value  must  be  largely  due  to  the  element  of  concentration  of  con- 
trol and  consequent  elimination  of  competition,  which  value  shoiild 
not  be  included  in  the  present  discussion.     (See  p.  50.) 

It_may  be  noted  at  this  point  that  the  United  States  Steel  Corpora- 
tion is  a  holding  company,  practically  its  entire  property  consisting  of 
the  securities  of  a  number  of  subsidiary  concerns,  some  of  which, 
moreover,  in  turn  own  stocks  in  underlying  concerns.  For  the  sake 
of  brevity  and  clearness  in  this  report,  however,  it  will  be  convenient 
to  refer  to  the  physical  properties  thus  controUed  as  though  they 
were  directly  owned  by  the  Corporation  itself.  For  aU  practical 
purposes  such  is  indeed  the  fact. 

ESTIMATED  VALUE  OF  CORPOEATION's  PEOPEETY,  BASED  ON  STUDY  OF 
OEGANIZATION   OF   CONSTITUENT   CONCERNS. 

The  Bureau's  estimate  of  the  value  of  the  Steel  Corporation's 
property,  arrived  at  by  a  study  of  the  organization  of  the  constituent 
concerns — approximately  $676,000,000 — includes  the  entire  physical 
property  and  not  merely  the  equity  over  and  above  bonded 
indebtedness  (which  indebtedness,  for  these  constituent  concerns,  is 
assumed  to  represent  an  equivalent  investment  in  property).  It 
includes  only  a  negligible  aUowance  for  intangible  considerations. 
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In  the  main  the  valuations  arrived  at  are  based  upon  the  method 
by  which  these  constituent  companies  were  organized.  A  very- 
common  basis  of  organization  was  to  determine  upon  cash  prices 
for  the  plants  acquired  and  then  to  give  the  vendors  (the  owners  of 
the  plants)  the  option  of  taking  the  price  in  cash  or  of  taking 
preferred  stock  up  to  the  full  amount  of  the  cash  option  figura,  with 
a  large  bonus  in  common  stock.  New  cash  capital  frequently  was 
raised  on  the  same  terms.  The  result  of  this  method  of  organization 
was  that  the  preferred  stock  of  the  consolidated  concern  at  its 
original  organization  represented  practically  the  entire  value  of  the 
property  acquired — certainly  the  entire  value  of  the  physical  assets. 

This  was  the  method  followed  in  the  four  "Moore"  companies, 
viz,  National  Steel  Company,  American  Tin  Plate  Company,  Ameri- 
can Sheet  Steel  Company,  and  American  Steel  Hoop  Company. 

In  the  case  of  at  least  three  of  these  companies  a  considerable  block 
of  the  common  stock  was  issued  to  the  promoters  as  a  "commission" 
for  their  services;  in  the  case  of  the  American  Sheet  Steel  Company 
apparently  some  preferred  stock  was  also  issued  for  this  purpose. 

In  the  organization  of  the  American  Steel  and  Wire  Company  the 
preferred  stock  likewise  covered  the  entire  value  of  the  physical  prop- 
erty acquired  at  the  time  of  organization,  all  of  the  common  stock 
being  issued  either  as  a  bonus  or  for  underwriting  services.  The 
same  method,  substantially,  was  followed  in  the  organization  of  the 
National  Tube  and  American  Bridge  companies. 

The  common  stock  of  the  Federal  Steel  Company,  however,  appears 
to  have  had  some  property  value  back  of  it.  Taking  its  principal 
subsidiary  concerns,  the  lUinois  Steel  Company  and  the  Minnesota 
Iron  Company,  at  their  book  values — roughly  $19,250,000  and 
$22,950,000,  respectively — and  allowing  $4,000,000  to  cover  its 
Lorain  and  Johnson  companies  (this  being  approximately  the  price 
paid,  reduced  to  a  cash  basis),  and  $4,200,000  for  the  $6,000,000  stock 
of  the  Elgin,  JoUet  and  Eastern  Railway,  the  total  indicated  prop- 
erty value  (over  and  above  underlying  indebtedness),  including  the 
net  amount  of  new  cash  capital  provided,  was,  roughly,  $62,100,000 
against  which  the  Federal  company  issued,  approximately,  $99,700,000 
of  stock.  The  Bureau  has  allowed  as  an  outside  figure  a  total  of 
$63,000,000.  The  method  of  arriving  at  this  valuation  is  carefuUy 
explained  in  the  text  of  the  report.  While  made  independently,  it 
very  closely  agrees  with  the  average  stock  market  valuation  of 
Federal  Steel  stocks  during  the  period  from  September,  1898  to 
December  31,  1900. 

The  valuation  of  the  Carnegie  Company's  property  is  more  difficult 
because  the  organization  of  this  concern  was  arranged  privately  by  the 
former  owners,  and  because  its  securities  were  never  actively  dealt  in 
The  book  value  of  the  property  of  the  old  Carnegie  Steel  Companv 
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(Ltd.)  (which  had  approximately  a  29^  per  cent  interest  in  the  H.  C. 
Frick  Coke  Company)  on  March  1,  1900,  or  just  before  these  two  con- 
cerns were  transferred  to  the  Carnegie  Company  of  New  Jersey,  was, 
roughly,  $81,500,000.  This  book  value,  while  correct  for  some  of  the 
properties  of  the  company,  undoubtedly  understated  the  value  of 
others,  particularly  the  item  of  "investments."  Using  such  data  as 
were  available,  the  Bureau  has  arrived  at  the  conclusion  that  the 
tangible  property  of  the  Carnegie  concern  in  March,  1900,  was  not 
in  excess  of  the  $160,000,000  bond  issue  (the  company  also  issued 
$160,000,000  of  stock).  A  suggestive  fact  is  that  in  organizing  the 
New  Jersey  company  $125,000,000  of  bonds,  and  a  like  amount  of 
stock,  were  allotted  for  the  various  Carnegie  steel  properties,  and 
$35,000,000  of  bonds  and  an  equal  amount  of  the  stock  for  the  H.  C. 
Frick  Coke  Company.  This  clearly  is  analogous  to  a  similar  distri- 
bution of  preferred  and  common  stock  in  the  case  of  several  of  the 
other  constituent  concerns  of  the  Steel  Corporation.  These  terms, 
in  connection  with  other  evidence  presented  in  the  body  of  the  report, 
indicate  that  the  Carnegie  interests  issued  bonds  up  to  substantially 
the  full  amount  of  tangible  property,  leaving  the  stock  to  cover 
intangible  considerations. 

The  Lake  Superior  ConsoHdated  Iron  Mines  has  been  entered  in 
the  Bureau's  estimate  at  a  value  equal  to  the  par  of  its  outstanding 
stock,  approximately  $29,400,000.  This  appears  to  be  sufficiently 
liberal.  In  the  middle  nineties  the  stock  sold  as  low  as  $10  per  share 
(par  $100) ;  in  1899  it  sold  as  low  as  $40  per  share,  and  the  highest 
reported  price  in  1900  was  $75  per  share,  the  sales  being  very  infre- 
quent. While  the  market  price  may  have  been  depressed  by  the 
fact  that  the  company  had  never  paid  a  dividend  and  did  not  pub- 
lish annual  reports,  these  figures  apparently  do  not  warrant  a  valua- 
tion of  the  property  of  this  concern  in  excess  of  the  par  value  of  its 
stock.  ^ 

The  Shelby  Steel  Tube  Company,  acquired  in  August,  1901,  was 
purchased  for  $1,791,038  preferred  and  $2,004,550  common  stock  of 
the  United  States  Steel  Corporation.  This  covered  practically  the 
entire  stock  of  the  Shelby  concern.  The  current  market  value  of  the 
Corporation's  stock  thus  issued  was  approximately  $3,000,000,  and 
this  figure  has  been  taken  as  representing  the  value  of  this  company 
at  its  acquisition  rather  than  the  par  value  of  the  preferred  stock 
($5,000,000),  as  in  several  other  cases. 

The  Bessemer  Steamship  Company  has  been  entered  in  the  Bureau's 
estimate  at  $8,500,000,  the  purchase  price,  this  acquisition  being  tem- 
porarily financed  by  the  issue  of  purchase-money  obligations  to  that 
amount; 

'  The  Bureau  has,  however,  added  the  moderate  surplus  of  the  company  on  April  1,  1901,  this  being 
included  in  the  item  ol  $117,700,000  in  the  table  on  page  19.    (See  also  Table  12,  p.  167.) 
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The  Steel  Corporation  also  acquired  a  one-sixth  interest  in  the 
Pittsburg  Steamship  Company  and  the  Ohver  Iron  Mming  Company 
(the  other  five-sixths  mterest  in  these  concerns  already  bemg  owned 
by  the  Carnegie  Company;  also,  of  course,  acquired  by  the  Corpora- 
tion). Owing  to  the  difficulty  of  estimating  ore  property  in  small 
parcels,  this  one-sixth  interest  in  the  two  concerns  has  been  credited 
m  the  current  estunate  with  a  value  equal  to  the  par  of  the  United 
States  Steel  preferred  stock  issued  therefor— namely,  $9,250,000— 
(an  equal  amount  of  common  stock  was  also  paid;  this  has  been 
regarded  as  a  bonus).  While  this  allowance  is  undoubtedly  too  high, 
the  excess  over  a  more  accurate  valuation  is  relatively  so  small  as 
not  to  be  important. 

The  foregoing  valuations,  it  should  be  kept  in  mind,  are  apphcable 
at  the  dates  of  the  respective  organizations  of  the  companies  named, 
except  in  the  case  of  the  last  four  concerns,  where  the  figures  given 
apply  to  the  dates  of  acquisition  by  the  Steel  Corporation.  By  April, 
1901,  the  various  constituent  concerns  had  increased  their  property 
investment,  through  surplus  earnings,  to  the  extent  of  approxi- 
mately $117,700,000.  Addmg  this  sum,  together  with  $25,003,000 
new  cash  capital  provided  the  Steel  Corporation,  to  the  valuations 
stated  above  and  including  underlying  bonds,  purchase-money  obli- 
gations, and  real-estate  mortgages  (which  also  cover  any  additions 
to  the  property  made  in  this  way) ,  brings  the  indicated  total  invest- 
ment in  the  physical  property  acquired  by  the  Steel  Corporation  in 
1901  up  to  approximately  $676,000,000,  as  shown  by  the  table  on 
the  succeeding  page. 
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ESTIMATED  VALUES  OF  TANGIBLE  ASSETS  OF  CONSTITTJENT  CONCERNS  OF  THE 
UNITED  STATES  STEEL  CORPORATION  AT  THE  DATES  OF  THEIK  RESPECTIVE 
ORGANIZATIONS,  WITH  ADDITIONS  TO  APRIL  1,  1901. 

[Tentative  estimate;  for  final  estimate  see  p.  36.] 


Constituent  concerns. 


Carnegie  Company  (New  Jersey) 

Federal  Steel  Company 

American  Steel  and  Wire  Company  {New  Jersey) 

National  Tube  Company 

National  Steel  Company 

American  Tin  Plate  Company 

American  Steel  Hoop  Company 

American  Sheet  Steel  Company 

American  Bridge  Company 

Lalte  Superior  Consolidated  Iron  Mines 

Shelby  Steel  Tube  Company 

One-sixth  interest  in  Pittsburg  Steamship  Company  and  Oliver  Iron  Mining  Company. 

Total 

Add  underlying  bonds,  mortgages,  and  purchase-money  obligations  of  above  companies 
at  par 

Total  valuation  at  time  of  organization  of  constituent  companies  (except  in  cases 

noted) 

Add: 

Suiplus  earnings  of  the  companies  acquired 

Investment  through  bond  issues,  purchase-money  obligations,  etc 

Cash  capital  provided 

Approximate  grand  total  of  value  of  physical  property  in  April,  1901 


Estimated 
values  of 
tangible 

assets 

at  dates  of 

respective 

organizations. 


$160,000,000 
63,000,000 
40,000,000 
40,000,000 
27,000,000 
18,325,000 
14,000,000 
17,000,000 
'31,374,000 
'29,400,000 
13,000,000 
29,250,000 


452,349,000 


'60,000,000 


512,349,000 

117,727,000 

8  20,964,000 

25,003,000 


676,043,000 


'  Estimated  value  of  property  at  time  of  its  acquisition  by  the  United  States  Steel  Corporation,  instead 
of  at  its  organization. 

2  Amount  of  preferred  stock  of  United  States  Steel  Corporation  issued  therefor;  this  probably  excessive, 
but  allowed  here  in  absence  of  other  data. 

'  The  total  of  such  indebtedness,  880,964,000,  is  known;  the  division  here  given  was  partly  approxi- 
mated.   The  item  of  $20,964,000  includes  the  Bessemer  Steamship  Company. 

VALUATION    OF    CONSTITUENT    COMPANIES    AS    INDICATED    BY    MARKET 
PRICES    OF   THEIR    SECURITIES. 


The  valuation  of  the  properties  of  these  constituent  concerns 
arrived  at  by  the  second  method  of  analysis  is  based  upon  the  market 
value  of  their  securities.  Using  average  weekly  prices,  where  avail- 
able, and  again  adding  underlying  bonds,  purchase-money  obliga- 
tions, and  real-estate  mortgages,  at  par,  as  well  as  $25,003,000  of  new 
cash  capital  provided  for  the  Steel  Corporation,  the  indicated  valua- 
tion is  approximately  $793,000,000,  as  shown  in  the  table  on  the 
next  page. 
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APPROXIMATE  MARKET  VALUATION  OF  SECURITIES  ACQUIRED  BY  UNITED  STATES 
STEEL  CORPORATION  IN  1901,  AS  INDICATED  BY  AVERAGE  MARKET  PRICES, 
1899-1900. 


Constituent  concerns. 


Amount  of 
stock  ac- 
quired by 

United 
States  Steel 
Corporation. 


Average 
market 
price  of 
stock'Jn 
1899-1900. 


Value  at 
average  price. 


Stocks  regularly  quoted: 
Federal  Steel  Company- 
Preferred  

Common 

American  Steel  and  Wire  Company- 
Preferred  

Common 

National  Tube  Company — 

Preferred 

Common 

National  Steel  Company — 

Preferred 

Common 

American  Tin  Plate  Company- 
Preferred  

Common 

American  Steel  Hoop  Company — ■ 

Preferred 

Common 

American  Bridge  Company ' — 

Preferred 

Common 

Shelby  Steel  Tube  Company  ■— 

Preferred 

Common 

Stocks  not  actively  quoted: 

American  Sheet  Steel  Company ' — 

Preferred 

Common 

Lake  Superior  ConsoUdated  Iron  Mines 

Carnegie  Company: 

Bonds 

Stock 

Oliver  Iron  Mining  Company,  one-sixth  interest 

Pittsburg  Steamship  Company,  one-sixth  interest  . 


Total 

Mortgages  and  purcliase-money  obligations. 

Underlying  bonds  and  scrip  at  par 

Cash  capital 


Grand  total.. 


Far  value. 
$63,260,200 
46,483,700 

39,999,000 
49,981,400 

40,000,000 
40,000,000 

26,996,000 
31,970,000 

18,325,000 
28,000,000 

14,000,000 
19,000,000 

31,367,600 
30,946,400 

4,776,100 
8,018,200 


24, 499, 600 
24,499,600 
29,413,905 

159,450,000 

160,000,000 

200,000 

221,700 


Per  cent  of 
par  value. 

76.38 
60.04 


94.20 
48.72 


8  881,398,405 


91.16 
41.67 


84.77 
34.77 


77.34 
32.11 


93.10 
43.88 


56.48 
10.90 


2  65.88 
«19.00 

3  75. 00 

105.00 
MOO.  00 


«40,680,141 
23,260,443 

36,763,106 
24,121,024 

37,680,000 
19,488,000 

24,609,554 
13,321,899 

15,534,103 
9,736,600 

10,827,600 
6,100,900 

29,193,926 
13,679,280 

2,697,541 
873,984 


16,140,336 

4,654,924 

22,060,429 

167,422,500 
160,000,000 

6  9,250,000 


686,995,290 
21,872,023 
69,091,657 

'25,003,000 


792,961,970 


'  No  quotation  in  1899. 

I  ^•^''<"^'eb^\^n6.  lowest  prices  in  Pittsburg  market  in  1900,  weekly  quotations  not  beta^  available 
a  Asked  price  m  1900.    Does  not  include  lower  prices  recorded  hi  1900.  ^  available. 

*  Only  13  shares  known  to  have  been  sold  in  open  market. 

ther'^^or  arpt."  '*"*  '™*'*"°'  ^"'  '"°™'  "'  ^"'""*  "'^'"  ''^^'  ^''■^°-«-  preferred  stock  issued 
« Does  not  include  $535,407  unacquired  stock  in  subsidiary  concerns 
'  Including  $3,000  paid  m  by  original  mcorporators. 
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The -average  prices  given  cover  the  periods  from  the  respective 
dates  of  organization  to  December  31,  1900.  The  market  quotations 
from  January  1,  1901,  to  March  31,  1901,  were  so  largely  influenced 
by  the  prospective  organization  of  the  Steel  Corporation  that  they 
have  been  properly  excluded  in  computing  the  foregoing  averages; 
their  inclusion,  however,  would  have  added  only  about  $6,000,000  to 
the  grand  total  reached. 

It  should  be  noted  that  the  stocks  of  several  of  these  concerns  were 
inactive,  particularly  those  of  the  Carnegie  Company  and  the  Lake 
Superior  Consolidated  Iron  Mines.  The  former  stock  has  been  taken 
at  its  par  value,  since  the  few  recorded  sales  of  the  stock  (but  13  shares 
in  all)  were  at  that  figure.  The  Lake  Superior  Consolidated  stock  has 
■  been  taken  at  175  per  share — the  highest  reported  figure  for  a  number 
of  years  prior  to  1901 — since,  on  account  of  the  inactivity  of  this  stock, 
an  average  of  the  prices  in  1899  and  1900  might  be  imfair.  (In  the 
preceding  estimate  the  stock  was  reckoned  at  par.) 

The  Carnegie  bonds  have  been  entered  at  their  market  quotation. 
Although  the  premium  on  these  securities  might  fairly  be  ignored  in 
a  calculation  of  this  sort,  it  was  deemed  better  to  allow  it. 

When  it  is  taken  into  consideration  that  these  market  prices  include, 
of  course,  an  allowance  for  earning  power  and  other  intangible  con- 
siderations,, this  total  of  $793,000,000  indicates  that  the  preceding 
valuation  of  $676,000,000  for  the  tangible  property  alone  is  suffi- 
ciently liberal. 

ESTIMATED  VALUATION  OF  PEOPEKTY  OF  STEEL  CORPORATION  IN   1901 
BY    DEPARTMENTS    OF    ITS    BUSINESS. 

Both  of  the  foregoing  estimates  are  necessarily  somewhat  general. 
The  estimate  of  the  Bureau,  based  on  the  third  method  stated — • 
that  is,  by  departments  of  the  Corporation's  business — was  prepared 
on  a  more  detailed  basis. 

Before  proceeding  to  discuss  this  estimate,  it  should  be  noted  that 
the  Steel  Corporation  itself,  in  July,  1902,  in  litigation  then  pending, 
submitted  an  estimate  of  the  value  of  its  assets,  by  principal  depart- 
ments, as  follows: 

ESTIMATE  OF  VALUE  OF  TANGIBLE  ASSETS  OF  UNITED  STATES  STEEL  CORPORA- 
TION ON  JULY  1,  1902,  SUBMITTED  BY  THE  CORPORATION  IN  THE  "HODGE"  SUIT. 

Ore  properties $700,000,000 

Plants,  mills,  fixtures,  machinery,  equipment,  tools,  and  real  estate 300, 000, 000 

Blastfurnaces 48,000,000 

Coal  and  coke 100,000,000 

Transportation  properties '80, 000, 000 

Natural  gas  fields 20,000,000 

Limestone  properties 4, 000, 000 

Cash  and  cash  assets « 148, 291, 000 

Total 1 ,  400, 291 ,  000 

1  President  Schwab  stated  that  the  Corporation's  estimate  for  this  item  was  the  value  after  allowing  for 
$40,340,000  of  mdebtedness.    (See  p.  36.) 

2  As  of  June  1, 1902.    See  note  3  to  table  on  page  36. 


22  THE  STEEL  INDUSTE.Y. 

This  estimate  of  the  Steel  Corporation  was  submitted  for  the  pur- 
pose of  defending  its  huge  capitalization,  which  was  then  directly 
challenged  as  one  of  the  vital  issues  in  the  suit.  As  the  legal  right  ot 
the  Corporation  to  carry  out  a  proposed  conversion  of  a  portion  of 
its  preferred  stock  into  bonds  was  dependent  upon  the  amount  of  its 
assets  there  was  a  great  inducement  before  the  Corporation  to  over- 
state the  value  of  its  property  in  order  to  justify  its  capitalization. 
As  shown  later  some  of  the  Corporation's  figures  greatly  exaggerated 
the  true  values. 

The  Bureau  for  the  purposes  of  this  third  method  of  analysis  has 
used  the  classification  of  property  employed  by  the  Corporation, 
shown  in  the  preceding  table.  The  basis  of  the  Bureau's  estimates 
by  the  different  classes  may  now  be  briefly  explained.  For  conven- 
ience in  discussion  the  value  of  the  ore  property  will  be  taken  up  last. 

MANUFACTURING    PROPERTIES. 

For  most  of  the  subsidiary  companies  of  the  Steel  Corporation  the 
Bureau's  valuations  of  the  manufacturing  plants  were  arrived  at  by 
deducting  from  the  par  value  of  the  preferred  stock  issued  at  their 
respective  organizations  the  amounts  of  working  capital  provided. 
The  preferred  stock,  as  already  shown,  in  most  cases  represented  the 
total  assets  acquired,  which  m  several  instances  consisted  exclusively 
of  plants  and  working  capital.  Therefore  the  values  of  the  plants 
could  be  arrived  at  by  deducting  the  working  capital  from  the  amount 
of  preferred  stock.  As  the  properties  were  acquired  as  going  con- 
cerns, the  preferred-stock  issues  probably  included  in  some  cases  an 
allowance  for  intangible  considerations,  and  this  method  may  there- 
fore somewhat  overstate  the  value  of  the  plants.  This  method  was 
used  in  the  case  of  the  American  Steel  and  Wire  Company,  the 
National  Steel  Company,  the  American  Tin  Plate  Company,  the 
American  Steel  Hoop  Company,  the  National  Tube  Company,  and 
the  American  Bridge  Company.  In  the  case  of  the  National  Steel 
Company,  an  addition  of  $2,561,000  was  made  on  account  of  bonded 
indebtedness,  which  was  considered  as  representing  an  equivalent 
investment  in  manufacturing  properties.  (Additional  bonds  were 
subsequently  issued  by  this  company,  but  almost  entirely  for  other 
kinds  of  property.)  A  few  of  the  other  concerns  had  small  amounts 
of  indebtedness,  bringing  the  total  addition  on  this  account  up  to 
$3,000,000.  In  the  case  of  the  American  Sheet  Steel  Company,  owing 
to  evidence  that  even  the  preferred  stock  was  heavily  "watered," 
the  value  of  the  manufacturing  plants  was  fixed  at  $12,000,000, 
although  the  preferred-stock  issue  was,  roughly,  $24,500,000.  '  An 
addition  of  $1,000,000  was  made  to  cover  certain  detached  real 
estate.  "This  company  had  $2,000,000  of  bonded  debt,  but  this  has 
been  considered  as  representing  its  natural-gas  property.    (See  p.  26  ) 
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The  value  given  the  plants  of  the  Carnegie  Company  was  the  book 
value,  as  shown  in  the  balance  sheet  of  March  1,  1900.  In  the  case 
of  the  Federal  Steel  Company,  likewise,  the  value  for  its  Illinois  Steel 
Company  plants  was  the  book  value  at  the  time  of  their  acquisition, 
while  the  value  taken  for  its  Lorain  and  Johnson  companies'  plants 
was  practically  the  cash  equivalent  paid.  The  bond  issues  of  these 
concerns,  therefore,  do  not  have  to  be  considered. 

The  Shelby  Steel  Tube  Company  plants  have  been  valued  at 
$3,000,000. 

The  other  constituent  companies  mentioned  in  the  list  on  page  19 
did  not  have  any  manufacturing  plants. 

The  valuations  thus  arrived  at  are  summarized  in  the  following 
table: 

BUREAU'S  ESTIMATE  OF  INVESTMENT  OF  CONSTITUENT  COMPANIES  OF  UNITED 
STATES  STEEL  CORPORATION  IN  MANUFACTURING  PLANTS  (INCLUDING  BLAST 
FURNACES)  AND  REAL  ESTATE  AT  THE  DATES  OF  THEIR  RESPECTIVE 
ORGANIZATIONS. 


Company. 


Preferred 
stock  issued. 


Current  as- 
sets at  or- 
ganization. 


Balance  to 

represent 

plants. 


American  Steel  and  Wire  Company 

National  Steel  Company  ' 

American  Tin  Plate  Company  i 

American  Steel  Hoop  Company 

National  Tube  Company 

American  Bridge  Company  i , 

Other  companies: 

Carnegie  Company  (book  value) 

Federal  Steel  Company- 
Illinois  Steel  Company  (book  value) 

Lorain  and  Johnson  companies  (approximate  cash 

price) 

Shelby  Steel  Tube  Company  (approximate  cash  price) .  - . 

American  Sheet  Steel  Company  (estimated) 

Add  to  cover  investment  in  manufacturing  plants  repre- 
sented by  miscellaneous  bonds 


140,000,000 
27,000,000 
18,325,000 
14,000,000 
40,000,000 
31,374,000 


$16,600,000 
9,000,000 
4,500,000 
3,000,000 
16,000,000 
11,500,000 


$23,400,000 
18,000,000 
13,825,000 
11,000,000 
24,000,000 
19,874,000 

43,355,000 

20,200,000 

4,000,000 
3,000,000 
13,000,000 

3,000,000 


Total. 


1  In  the  case  of  this  company  the  preferred  stock  here  given  includes  a  small  amount  issued  soon  after 
the  organization  of  the  company. 

This  total  of  $196,654,000,  it  should  be  emphasized,  is  the  indi- 
cated value  of  the  manufacturing  plants  and  accompanying  real 
estate  at  the  respective  dates  of  organization  of  these  constituent 
concerns  (except  in  the  cases  of  the  American  Bridge  and  Shelby 
Steel  Tube  companies),  and  not  the  value  at  the  time  of  transfer  to 
the  Steel  Corporation.  As  shown  above,  the  aggregate  surplus  earn- 
ings of  all  the  subsidiaries  from  the  dates  of  their  respective  organiza- 
tions to  April  1,  1901,  were  approximately  $117,700,000.  A  part  of 
this  was  invested  in  manufacturing  properties,  and  a  portion  of  the 
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original  working  capital  of  these  concerns  was  also  used  for  this  same 
purpose.  Just  how  much  was  invested  in  manufacturing  plants  is 
not  definitely  known.  Large  sums  were  invested  in  ore,  coal,  and 
transportation  properties.  On  the  other  hand,  there  had  very  likely 
been  some  depreciation  of  these  properties.  From  various  data 
obtained  the  Bureau  has  concluded  that  an  allowance  of  $250,000,000 
would  be  sufficient  to  cover  the  total  investment  in  these  manu- 
facturing properties  on  April  1,  1901.  (Only  a  small  addition  had  to 
be  made  on  account  of  additional  securities  issued,  because  these 
were  almost  exclusively  for  other  classes  of  property.) 

That  this  allowance  of  $250,000,000  is  sufficiently  Hberal  is  indi- 
cated by  data  furnished  by  the  Steel  Corporation.  At  the  close  of 
December,  1907,  the  Steel  Corporation  made  an  appraisal  of  its  assets 
(see  p.  44),  in  which  the  manufacturing  properties  (other  than 
the  Gary  plant  and  those  of  the  Tennessee  Coal,  Iron  and  Raihoad 
Company)  were  valued  at  $367,600,000.  This  figure,  according  to 
the  Corporation,  represented  the  construction  cost  less  accrued  de- 
preciation (see  p.  41),  except  for  real  estate,  which  was  taken  at 
the  current  value.  During  the  period  from  April  1,  1901,  to  Decem- 
ber 31,  1907,  there  had  been  invested  in  net  capital  additions  to  these 
manufacturing  properties  (again  excluding  the  Gary  and  Tennessee 
plants)  approximately  $114,500,000.  Deducting  tliis  from  the  fore- 
going figure,  gives  an  indicated  investment  in  these  manufacturing 
properties  in  April,  1901,  of  $253,000,000.  This  amount  Avas  over 
and  above  an  expenditure  of  approximately  $180,000,000  for  ordinary 
maintenance  and  repairs  which,  in  some  cases,  apparently  included 
an  allowance  for  depreciation  although  not  so  designated. 

The  Corporation's  valuation  of  $367,600,000  at  the  end  of  1907, 
however  (and  consequently  the  resulting  figure  of  $253,000,000  for 
1901),  includes  real  estate  at  values  in  excess  of  those  prevailing  in 
1901.  Allowing  for  this  fact,  this  1907  appraisal  of  the  Corporation 
does  not  indicate  a  valuation  for  the  Corporation's  plants  in  April, 
1901,  in  excess  of  $250,000,000. 

TRANSPORTATION    PROPERTIES. 

Railroad  properties. — The  Bureau  has  placed  the  value  of  the 
railroad  property  of  the  Corporation  at  $70,000,000.  This  was  ahnost 
exactly  the  book  value — that  is,  the  sum  of  the  capital  stock,  bonds, 
and  surplus.  As  shown  in  the  detailed  discussion  in  the  body  of  the 
report,  there  can  be  little  doubt  that  the  Bureau's  valuation  is  suffi- 
ciently hberal.  This  figure  does  not  include  an  interest  of,  rouglily, 
48  per  cent  in  the  Pittsburg,  Bessemer  and  Lake  Erie '  Railroad 
Company  not  owned  by  the  Corporation. 

Steamship  properties.— The  steamship  property  of  the  Corpora- 
tion in  1901  has  been  valued  by  the  Bureau  at  $20,000,000.     This 
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agrees  almost  exactly  either  with  the  cash  prices  paid  by  the  Corpora- 
tion, or  with  the  net  investment  shown  on  the  books  of  the  constituent 
companies,  either  of  which  can  not  be  regarded  as  understating  the 
value.  It  is  equivalent  to  an  average  of,  roughly,  $40  per  ton  of  carry- 
ing capacity,  including  both  barges  and  steamers.  At  the  close  of 
1900  ore  steamers  of  the  most  improved  type  could  be  constructed  at 
an  average  cost  of  from  $45  to  $50  per  ton  of  cargo  capacity.  The 
cost  of  barges  was  somewhat  less.  Since  many  of  the  vessels  were 
more  or  less  depreciated  and  somewhat  obsolete  in  type,  an  average 
valuation  of  $40  per  ton  must  be  regarded  as  liberal.  It  is  possibly 
excessive,  but  as  any  reduction  which  could  reasonably  be  made  would 
be  comparatively  small,  it  has  been  allowed. 

Dock  properties. — The  only  important  dock  property  acquired 
by  the  Steel  Corporation  (other  than  certaia  docks  included  with  rail- 
roads or  manufacturing  plants  and  embraced  in  the  foregoing  valua- 
tions for  these)  Was  that  of  the  Pittsburg  and  Conneaut  Dock  Com- 
pany, the  book  investment  in  which  on  April  1,  1901,  was  $1,236,375. 
An  allowance  of  $1,500,000  for  all  miscellaneous  dock  property  is 
undoubtedly  sufficient. 

On  the  foregoing  basis,  it  will  be  seen,  the  total  valuation  for  the 
transportation  properties  as  a  group  is  $91,500,000.  It  should  be 
noted  that  this  figure  represents  the  entire  value  of  these  properties 
(except  in  the  case  of  the  Pittsburg,  Bessemer  and  Lake  Erie  Rail- 
road, as  above  noted),  and  not  merely  the  equity  value  over  and 
above  bonded  indebtedness. 

COAL   AND    COKE    PROPERTY. 

The  Steel  Corporation's  estimate  of  $100,000,000  for  this  property 
was  undoubtedly  excessive  in  some  respects,  particularly  in  the 
values  assigned  to  coking-coal  lands,  a  large  portion  of  which  was 
rated  at  $1,500  per  acre.  The  Bureau  has  allowed  $1,200  per  acre 
for  such  coal,  a  figure  which,  in  view  of  the  facts  set  forth  in  the  body 
of  the  report,  must  be  regarded  as  entirely  ample.  This  meant  a  re- 
duction of  $13,000,000;  the  steam  coal  estimate  was  reduced  by 
$3,000,000.  The  Corporation's  estimate,  moreover,  included  addi- 
tions made  to  the  property  since  April  1, 1901,  amounting  to,  roughly, 
$2,000,000.  It  also  included  an  entry  of  $2,500,000  for  certain  prop- 
erty not  acquired  until  the  end  of  1901.  Allowing  for  these  con- 
siderations, the  Bureau  has  fixed  upon  $80,000,000  as  an  approxi- 
mate but  Uberal  valuation  of  this  coke  property  in  April,  1901. 

NATURAL-GAS    AND   LIMESTONE    PROPERTIES. 

The  Corporation,  it  will  be  seen,  placed  the  value  of  the  natural- 
gas  property  in  1901  at  $20,000,000.     Owing  to  the  great  difficulty 
of  arriving  at  a  conclusive  estimate  of  the  value  of  that  property  as 
4525°— 11 4 
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it  existed  in  1901,  the  Bureau  has  allowed  this  valuation  to  stand. 
It  may  be  pointed  out,  however,  that  this  figure  is  about  double 
the  valuation  of  the  Steel  Corporation  in  1907  for  its  natural-gas 
property  at  that  date.  The  Corporation's  natural-gas  property  was 
acquired  chiefly  through  the  Carnegie  and  American  Sheet  Steel 
companies. 

The  Corporation's  allowance  of  $4,000,000  for  the  limestone  prop- 
erty is  undoubtedly  excessive,  but  the  amount  is  comparatively 
small  and  in  the  absence  of  satisfactory  data  the  Bureau  did  not 
attempt  to  revise  it. 

WORKING   ASSETS. 

The  working  assets  of  $136,500,000  were  arrived  at  from  a  con- 
sohdated  balance  sheet  furnished  by  the  Corporation.  Purchase- 
money  obligations  and  sundry  real-estate  mortgages  were  treated  as 
bonded  indebtedness.  (See  note  3  to  the  table  on  p.  36.)  This  total 
includes  $25,003,000  cash  capital  provided  for  the  Corporation  at  its 
organization. 

SUMMARY    FOR    PROPERTY    OTHER   THAN    ORE. 

The  Bureau's  estimates  of  the  tangible  property  of  the  Corporation, 
other  than  ore,  in  1901,  are  therefore  as  follows: 

Manufacturing,  including  blast  furnaces $250, 000, 000 

Transportation 91,  500, 000 

Coal  and  coke 80,  000, 000 

Natural  gas 20,  000,  000 

Limestone ■ 4, 000,  000 

Working  assets 136,  500, 000 

Total 582, 000,  000 

The  total  value  assigned  these  classes  of  property  in  the  Corpora- 
tion's estimate  of  1902  (see  table  on  p.  21),  it  will  be  observed,  was 
rouglily  $700,000,000,  or,  after  including  the  bonded  indebtedness 
of  transportation  properties  and  purchase-money  obligations  and 
mortgages,  to  make  the  two  estimates  fairly  comparable,  approxi- 
mately $757,000,000.  The  Corporation's  estimate,  of  course,  included 
additions  to  property  made  from  April  1,  1901,  to  July,  1902.  Never- 
theless the  Corporation's  estimate  of  its  manufacturing  properties  was 
undoubtedly  excessive.  Except  in  this  instance,  the  Bureau's  valu- 
ations for  these  classes  of  property  are  not  strikingly  different  from 
those  of  the  Corporation  in  1902. 

VALUE  OP  THE  ORE  PROPERTY  OF  THE  STEEL  CORPORATION. 

The  ore  valuation  made  by  the  Corporation,  however,  presents  a 
very  different  question.  The  table  on  page  21  shows  that  the  Cor- 
poration assigned  a  value  of  no  less  than  $700,000,000  to  its  ore  prop- 


UJNlXJiU   STATES   STEEL   COBPOKATION.  27 

ertj,  or  almost  one-half  of  the  total  claimed  for  all  its  assets.  It  is 
evident,  therefore,  that  conclusions  regarding  the  value  of  the  ore 
must  largely  govern  opinions  as  to  the  relationship  between  the 
capitalization  and  the  actual  property  assets  of  the  Steel  Corporation 
as  a  whole. 

The  Bureau  has  estimated  the  value  of  this  ore  property  by  three 
different  methods — ^first,  on  the  basis  of  prices  paid  for  ore  in  fee 
shortly  before  the  Corporation  was  organized;  second,  on  the  basis  of 
the  price  paid  by  the  Steel  Corporation  itself  for  a  certain  portion  of 
its  ore  property-;  and,  third,  by  a  calculation  of  the  "present  worth" 
of  royalties  on  leased  ore. 

It  should  be  explained  that  it  is  a  very  common  practice  for  operators 
of  iron  mines  to  lease  ore-bearing  tracts  on  a  system  of  rentals  called 
"royalties";  that  is,  the  lessee  (or  operator)  contracts  for  the  right 
to  take  ore  from  a  given  deposit  and  to  pay  the  owner  thereof  a  stipu- 
lated amount  for  every  ton  of  ore  taken  out.  Usually  the  lease  pro- 
vides that  not  less  than  a  fixed  minimum  shall  be  paid  for  annually. 

Such  a  right  to  mine  ore  is  called  a  "leasehold."  A  mine  which 
is  owned  outright  by  the  operator  is  spoken  of  as  a  "fee"  mine,  and 
the  ore  in  such  a  mine  or  in  a  tract  of  land  so  owned  is  spoken  of  as 
"fee  ore." 

Valuation  based  on  prices  fob  fee  ore. — In  arriving  at  a 
valuation  by  this  first  method,  which  the  Bureau  regards  as  the  least 
conclusive  of  the  three,  an  effort  has  been  made  to  determine  in  a 
rough  way  the  prevailing  prices  for  fee  ore  in  1901.  Allowance 
must  then  be  made  for  the  fact  that  a  considerable  part  of  the  Cor- 
poration's ore,  instead  of  being  owned  in  fee,  was  simply  held  by 
it  under  lease.  The  value  of  such  leasehold  rights  necessarily  is  less 
than  the  value  of  a  corresponding  quantity  of  similar  fee  ore. 

Fee  prices  of  ore,  owing  to  the  great  uncertainties  which  attend  all 
mining  enterprises,  should  be  used  only  with  great  discretion.  The 
price  originally  paid  for  a  mining  property  may  not,  of  course,  repre- 
sent the  real  market  value  of  that  property  at  a  later  period  after 
development.  For  this  reason  prices  paid  for  ore  property  in  the  early 
nineties  have  not  been  taken  into  consideration  by  the  Bureau.  The 
prices  paid  by  the  constituent  concerns  of  the  Steel  Corporation  in  the 
late  nineties,  however,  are  entitled  to  some  weight,  although  even 
these  must  be  regarded  as  simply  in  the  nature  of  evidence  and  not 
as  conclusive.  All  available  evidence  indicates  that  prices  of  ore 
bought  in  fee  in  the  late  nineties  seldom  amounted  to  more  than  a  few 
cents  per  ton  on  the  estimated  tonnage  acquired. 

As  one  instance  it  may  be  noted  that  the  American  Steel  and  Wire 
Company  bought  the  Sauntry  mine  in  1899  for  $700,000.  This  mine 
was  estimated  at  the  time  to  contain  anywhere  from  25,000,000  to 
40,000,000  tons  of  ore.     On  the  lower  estimate  of  tonnage  the  price 
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was  less  than  3  cents  per  ton  and  on  the  higher  basis  less  than  2 
cents  per  ton.  A  later  estimate,  based  on  expert  examination, 
placed  the  tonnage  at  over  80,000,000  tons,  which  would  iadicate  a 
price  of  less  than  1  cent  per  ton.  The  reported  prices  paid  for  several 
other  miaes  transferred  in  fee  ia  1899  and  1900  likewise  averaged 
only  a  very  few  cents  per  ton  on  the  estimated  tonnage. 

The  following  significant  statement  from  a  formal  brief  filed  by 
the  delegation  from  St.  Louis  County  in  the  House  of  Representatives 
of  Minnesota  (the  great  bulk  of  the  developed  iron-ore  deposits  of 
Minnesota  being  in  St.  Louis  County)  as  late  as  1909  may  be  cited: 

The  cheapest  sales  of  fee  ore  we  ever  knew  were  for  less  than 
1  cent  per  ton;  the  highest  that  we  ever  knew  were  for  15  cents 
per  ton.  There  may  have  been  sales  at  a  higher  price,  hut  we 
liame  never  Tcnown  of  one,  and  upon  inquiry  can  learn  of  none} 

This  emphatic  statement,  made  eight  years  after  the  Steel  Cor- 
poration was  organized,  during  which  period  there  had  been  a  con- 
siderable advance  in  the  value  of  ore  property,  together  with  much 
additional  evidence  presented  ia  the  body  of  the  report,  clearly  indi- 
cates that  fee  ore  in  the  ground  in  the  Lake  region  in  1901  was  on 
the  average  worth  decidedly  less  than  15  cents  per  ton. 

An  estimate  of  700,000,000  tons  for  the  total  ore  holding  of  the 
Steel  Corporation  in  1901  must  be  regarded  as  liberal.  Indeed  the 
Corporation  in  its  estimate  of  1 902,  above  given  (see  p.  21) ,  reckoned  on 
this  tonnage,  its  valuation  of  $700,000,000,  bemg  at  the  rate  of  $1  per 
ton.  It  has  since  been  admitted  that  this  estimate  made  no  allowance 
for  the  fact  that  a  large  part  of  the  ore  was  simply  leased  and  not 
owned  in  fee.  The  allowance  of  SI  per  ton  for  even  the  fee  ore  was 
unquestionably  extravagant. 

Supposing  that  aU  the  ore  had  been  owned  in  fee  in  1901  (which 
was  not  the  case),  and  allowing  as  much  as  10  cents  per  ton  as  a  fair 
average  value,  the  total  value  of  a  deposit  of  700,000,000  tons  would 
have  been  $70,000,000;  at  an  average  of  5  cents  per  ton  only 
$35,000,000.  Addmg  $9,000,000  to  cover  improvements  to  this  mining 
property  in  1901,  this  being  approximately  the  book  investment  in 
these  improvements  (shafts,  stripping,  equipment,  buildings,  etc.),  the 
indicated  valuation  of  the  entire  property,  based  upon  such  fee  prices, 
would  range  from  $44,000,000  to  $79,000,000.  Even  aUowing  as  much 
as  15  cents  per  ton  for  the  ore,  which  figure,  however,  is  discredited  by 
the  statement  of  the  mining  interests  above  quoted,  the  total  indi- 
cated valuation  of  the  property,  including  improvements  would  be 
only  $114,000,000.  However,  these  results  are  aU  on  the  assump- 
tion that  all  the  ore  was  owned  in  fee,  whereas  at  least  one-half  of 
It  was  simply  leased.     As  stated  above,  such  leases  were  worth  less 

'Italics  by  Bureau. 
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per  ton  than  fee  ore.  If  a  correction-were  made  for  this,  the  above 
amounts  would  be  substantially  reduced. 

Prices  paid  for  ore  property  by  the  Steel  Corporation 
ITSELF. — ^The  most  important  single  block  of  ore  property  acquired 
by  the  Steel  Corporation  in  1901  was  that  of  the  I^ake  Superior 
Consolidated  Iron  Mines.  An  official  statement  at  the  time  of 
the  purchade  placed  the  holdings  of  that  concern  anywhere  from 
a  minimum  of  300,000,000  tons  to  well  above  400,000,000  tons; 
the  higher  estimate  later  proved  to  be  conservative.  Using  the 
lower  figure,  it  will,  be  seen  that  the  holdings  of  this  concern  repre- 
sented three-sevenths  of  the  total  accepted  estimate  of  700,000,000 
tons.  The  quality  of  the  ore  properties  of  this  company  as  a  whole 
was  certainly  equal  to  the  average  quality  of  all  the  ore  properties 
acquired  by  the  Steel  Corporation.  The  proportion  of  the  fee  ore 
apparently  was  higher  than  for  the  other  ore  property  of  the  Cor- 
poration. By  determining  a  valuation  for  so  large  a  fraction  of  the 
total,  therefore,  it  is  possible  to  arrive  at  an  approximate  value  of  the 
entire  holdings  of  the  Corporation. 

The  Steel  Corporation  acquired  the  Lake  Superior  Consolidated 
concern  on  the  basis  of  $1.35  of  its  own  preferred  and  $135  of  its 
common  stock  for  each  $100  of  the  old  stock.  The  total  par  value 
of  Steel  Corporation  securities  thus  issued  was  roughly  $79,400,000. 
The  market  value,  based  on  the  average  prices  of  Steel  Corporation 
stocks  for  the  first  year  of  the  company's  operations  ($94  for  the 
preferred  and  $44  for  the  common),  was  approximately  $55,000,000. 
While  this  was  substantially  the  cash  price  obtained  by  the  owners, 
it  undoubtedly  far  exceeded  any  price  which  the  purchasers  would 
have  been  willing  to  pay  in  actual  cash.  Indeed,  the  market  prices 
of  the  securities  issued  for  this  concern  almost  certainly  overstate 
the  real  cash  value  of  the  property.  Such  prices  in  securities,  even 
when  reduced  to  the  basis  of  actual  market  value,  undoubtedly 
include  what  is  in  effect  a  price  paid  to  get  greater  control  of  the  ore 
situation. 

In  addition  to  its  ore  property,  the  Lake  Superior  Consolidated  Iron 
Mines  owned  the  entire  $2,512,000  capital  stock  and  $2,305,000  of  the 
bonds  of  the  Duluth,  Missabe  and  Northern  Eailway.  This  railroad 
was  exceptionally  valuable.  Its  average  earnings  in  1900  and  1901 
were  at  the  rate  of  over  50  per  cent  yearly  upon  the  capital  stock.  Its 
operating  expenses  in  1900  were  less  than  45  per  cent  of  the  gross 
earnings.  (See  p.  60.)  Moreover,  the  capital  securities  of  this  road 
appear  to  have  been  fairly  well  protected  by  tangible  assets  alone. 
Without  allowing  an3rthing  for  earning  power,  therefore,  the  invest- 
ment value  of  these  railroad  securities  at  par,  plus  $3,000,000  to 
cover  the  surplus  on  April  1,  1901,  was,  approximately,  $7,817,000. 
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Applying  the  rates  of  exchange  into  United  States  Steel  stock— 
$135  for  the  preferred  and  $135  for  the  common  for  each  $100  of  the 
Lake  Superior  Consohdated  stock— to  this  figure,  gives  a  total  ol 
roughly,  $10,553,000  of  each  class  of  stock  which  may  be  con-idcred 
as  having  been  issued  for  this  raikoad  property.  Deducting  this 
from  the  total  amounts  of  Steel  Corporation  stock  issued  for  the  entire 
property  of  the  Lake  Superior  concern  (roughly  $39,708,000  of  each 
class)  there  would  be  left  $29, 155,000  of  each  class  for  the  ore  property. 
The  market  value  of  this  stock  at  the  average  prices  above  given  ($94 
for  the  preferred  and  $44  for  the  common)  would  be  $40,234,000. 

Using  the  minimum  estimate  of  300,000,000  tons,  this  price  was 
equivalent  to  13.4  cents  per  ton  for  the  ore;  using  the  estimate  of 
400,000,000  tons  the  average  would  be  almost  exactly  10  cents  per 
ton.  These  prices,  it  should  be  noted,  include  fee  mines,  leaseholds, 
and  improvements,  collectively,  and  not  merely  fee  ore.  The  pro- 
portion of  fee  ore  in  the  Consohdated  company's  holdings,  as  just 
stated,  was  apparently  higher  than  for  the  other  ore  property  acquired 
by  the  Steel  Corporation  taken  as  a  whole.  The  property,  moreover, 
included  a  large  number  of  improved  mines. 

Applying  these  averages  to  the  accepted  estimate  of  700,000,000 
tons  as  the  total  ore  tonnage  of  the  Steel  Corporation  in  1901,  the  total 
cost  of  the  acquisitions  of  ore  property  (with  improvements),  had  it 
all  been  acquired  on  the  same  average  basis  per  ton  (assuming  the 
same  proportions  for  fee  and  leasehold  mines)  as  this  ore  of  the  Lake 
Superior  Consolidated  Iron  ilines,  would  have  ranged  from  about 
$70,000,000  to  $94,000,000,  according  to  the  tonnage  assumed  for  the 
Lake  Superior  Consohdated  Iron  concern. 

Calculations  thus  based  upon  this  Consolidated  Iron  ilines  purchase 
must  be  regarded  as  liberal  and  probably  excessive.  The  rates  of 
exchange  allowed  the  Consolidated  stock  are  in  themselves  indicative 
of  an  excessive  payment.  These  rates  figure  out  an  approximate  cash 
yield  of  $186  for  each  share  of  the  Consolidated  Iron  Mines  stock, 
whereas  down  to  the  close  of  1899  the  highest  price  for  the  stock  for 
many  years  appears  to  have  been  $60  per  share,  and  the  highest  price 
down  to  the  close  of  1900,  $75  per  share.  It  is  incredible  that  there 
could  have  been  any  such  rapid  increase  (nearly  250  per  cent)  in  actual 
market  value  in  this  short  interval.  The  chief  owners  of  the  Lake 
Superior  Consolidated  stock  were  Standard  Oil  capitalists  who  were 
under  no  pressure  to  sell,  and  who  must  have  recognized  the  strategic 
position  which  the  ownership  of  this  ore  and  railroad  property  gave 
them,  and  who  certainly  must  have  intended  to  name  what  they 
considered  a  high  price.  The  organizers  of  the  Steel  Corporation  on 
their  side  were  naturally  willing  to  pay  an  extremely  liberal  price 
for  this  extensive  property,  particularly  in  view  of  the  important 
degree  of  monopolistic  control  over  ore  transportation  which  was 
thereby  secured.     As  will  be  shown  in  a  later  part  of  the  report,  the 
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profits  of  these  ore  railroads  have  been  exceptionally  high.  Alto- 
gether, therefore,  the  above  totals  of  from  $70,000,000  to  $94,000,000, 
or,  at  any  rate,  the  latter  figure,  must  be  regarded  as  a  very  liberal 
indication  of  the  value  of  the  entire  ore  property  of  the  Steel  Corpo- 
ration. A  special  reason  for  this  view,  moreover,  is  that  this  purchase 
apparently  included  a  relatively  larger  proportion  of  fee  ore  than 
obtained  in  the  case  of  the  remainder  of  the  Corporation's  ore.  For 
example,  the  important  holdings  of  the  Carnegie  interests  were  almost 
entirely  leaseholds. 

Value  of  Steel  Corporation's  fee  ore  peopeett  in  1901  as 
indicated  bt  "present  worth  "  of  royalties  on  leased  ore. — 
The  third  method  employed  by  the  Bureau  for  estimating  the  value  of 
the  ore  property  of  the  Steel  Corporation  in  1901  is  based  upon  a  com- 
putation of  the  "present  worth' '  of  royalties  on  leased  ore.  As  already 
stated,  a  very  common  method  of  acquiring  iron-ore  property  is  by 
lease,  the  lessee  mining  the  ore  and  paying  a  stipulated  sum  per  ton 
("royalty")  as  each  year's  production  is  mined  and  shipped.  The 
royalty  therefore  measures,  roughly  speaking,  the  cost  or  worth  of  the 
ore  in  the  ground  for  that  portion  which  is  immediately  mined. 
However,  it  is  obvious  that  the  present  worth  of  the  royalties  for 
the  output  of  a  distant  year  is  less  than  the  value  of  the  royalty  for 
the  same  amount  of  production  in  the  current  year,  first,  because  the 
lessor  (i.  e.,  the  owner  of  the  ore)  does  not  receive  payment  therefor 
until  a  distant  year,  such  payment  having  a  present  value  determined 
by  the  principles  of  discount,  and,  second,  because  he  is  meanwhile 
exposed  to  various  risks  attendant  on  the  progress  of  mining  the  ore, 
which  tends  of  course  to  enhance  the  rate  of  discount.  Therefore  the 
owner  would  be  willing  to  sell  his  mine  at  a  sum  considerably  less 
than  the  aggregate  of  the  royalty  payments  which  he  might  expect 
to  realize  if  he  leased  it  over  a  long  period  of  years.  Similarly,  the 
lessee,  if  he  were  to  purchase  the  mine  in  fee  instead  of  making  a 
lease,  would  expect  to  pay  very  much  less  than  the  aggregate  of  such 
royalties.  The  exact  price  which  he  would  be  willing  to  pay  probably 
would  not  be  computed  by  this  method.  But  it  is  reasonably  certain 
that  on  the  average  such  cash  prices  for  ore  in  fee  would  be  less  than 
the  present  worth  of  the  aggregate  royalty  payments,  discounted  at  a 
reasonable  rate  of  interest.  A  particular  reason  is  that  a  fee  pur- 
chaser must  bear  the  risk  of  ownership,  such  as  the  failure  to  find 
as  much  ore  as  expected,  the  discovery  of  more  valuable  deposits  by 
competitive  interests,  or  other  contingencies  which  might  adversely 
affect  the  value  of  the  lease,  particularly  the  possibility  that  the  ore 
might  not  be  extracted  as  rapidly  as  anticipated.  A  further  reason 
is  that  the  provisions  of  iron-mining  leases  are  in  many  respects  lib- 
eral to  the  lessee,  thus  maldng  him  the  more  indisposed  to  purchass 
in  fee,  unless  the  price  is  low. 


32  THE  STEEL  INDUSTRY. 

Such  calculations  of  the  present  worth  of  royalty  payments  there- 
fore are  of  great  service  as  affording  another  means  for  determimng 
the  value  of  this  ore  property  of  the  Corporation. 

In  making  such  a  computation  of  present  worth  it  is  necessary  to 
determine  upon  four  factors,  as  follows: 

I.  The  tonnage  of  the  deposit. 

n.  The  average  rate  of  royalty. 

m.  The  rate  of  discount  (or  interest). 

IV.  The  estimated  duration  of  the  deposit. 

Tonnage  of  the  deposit. — The  tonnage  of  the  deposit  controlled  by 
the  Corporation  in  1901  may  be  accepted,  as  in  the  preceding  calcu- 
lations, at  700,000,000  tons. 

Bate  of  royalty. — ^The  rate  of  royalty  can  be  taken  at  28  cents,  as 
this  was  the  actual  average  for  17,000,000  tons  of  Lake  ore  in  1902 
(1901  data  not  being  secured).  This  represented  the  great  bulk  of 
the  royalty  ore  output  of  the  Lake  district  in  that  year.  It  may  be 
noted  that  in  addition  to  the  royalties  there  frequently  were  "bonus" 
payments;  these  are  considered  later.     (See  p.  34.) 

In  recent  years  there  has  been  a  rather  decided  increase  in  rates 
of  royalty  on  new  leases  in  the  Lake  region.  (See  p.  48.)  However, 
this  increase,  much  of  which  is  undoubtedly  due  to  the  great  concen- 
tration of  ore  properties  in  a  few  hands,  should  not  be  taken  account 
of  ia  this  discussion  of  values  in  1901. 

Rate  of  discount. — ^As  to  the  rate  of  interest  for  figuring  discount, 
it  is  obvious  that  in  a  mining  enterprise,  which  always  involves  a 
large  element  of  risk,  the  prospective  purchaser  would  be  disposed 
to  discount  the  value  at  a  rather  high  rate.  The  Bureau,  however, 
in  order  not  to  underestimate  the  value  of  the  ore  property,  has 
based  its  conclusions  in  the  main  upon  a  discount  rate  of  6  per  cent. 
This  may  be  too  low  a  rate  in  view  of  the  risks  involved,  but  the 
total  difference  in  the  indicated  value  of  a  deposit  of  not  over 
700,000,000  tons  arrived  at  by  the  use  of  this  rate  as  compared  with 
a  considerably  higher  rate  is  not  of  great  importance  in  relation  to 
the  enormous  total  of  the  Steel  Corporation's  capitalization.  In 
the  body  of  the  report,  however,  the  values  are  computed  at  several 
different  rates. 

Duration  of  deposit. — An  exhaustion  period  for  an  ore  body  of 
700,000,000  tons  can  be  estimated  from  the  actual  production  from 
1901  to  1910.  The  production  of  the  Steel  Corporation's  mines  for 
the  entire  year  1901  (including  the  operations  of  the  subsidiary  com- 
panies for  the  period  from  January  1  to  March  31)  was,  roughly, 
13,000,000  tons,  and  for  the  five-year  period  ended  with  1905  it  aggre- 
gated about  73,000,000  tons.  In  the  next  five  years  it  increased  to 
103,000,000  tons,  and  a  further  increase  would  naturally  be  expected. 
In  view,  however,  of  the  fact  that  the  production  of  the  first  10  years 
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was  only  about  176,000,000  tons,  or  a  little  over  one-fourth  of  the 
estimated  total  of  700,000,000  tons,  it  seems  improbable  that  the 
remaining  three-fourths  will  be  exhausted  within  an  additional  period 
of  20  years ;  that  is,  within  a  30-year  period  from  the  organization  of 
the  Corporation.  Calculations  are  shown  in  the  body  of  the  report, 
however,  based  upon  periods  of  25  years,  30  years,  and  35  years. 

For  all  practical  purposes,  in  dealing  with  an  estimated  deposit  of 
700,000,000  tons,  the  rate  of  production  during  the  exhaustion  period 
may  be  regarded  as  uniform.  A  rough  calculation  by  a  more  scien- 
tific method  involving  the  construction  of  a  probable  "curve  of 
production"  is,  however,  given  in  the  body  of  the  report. 

It  must  be  remembered  that  this  700,000,000  tons  was  simply  the 
total  ore  holdings  in  1901,  the  date  now  under  discussion.  This 
figure,  of  course,  does  not  include  very  considerable  additional  hold- 
ings acquired  by  the  Corporation  since  1901. 

I-ndicated  valuations  of  fee  ore. — Assuming  an  exhaustion  period  of 
30  years  and  taking  the  royalty  at  the  actual  going  average  of  28 
cents,  and  discounting  this  royalty  at  6  per  cent  interest,  the  indi- 
cated worth  of  this  ore  body  of  700,000,000  tons  in  1901,  if  bought 
in  fee,  is,  roughly,  $95,300,000.  The  Bureau  has  given  chief  weight 
to  these  factors.  Assuming  an  exhaustion  period  of  35  years  and 
a  uniform  rate  of  production,  the  indicated  value  would  be  about 
$86,000,000.  If  a  higher  rate  of  discount  were  used,  these  valuations 
would  be  reduced. 

It  should  be  noted  that  rather  wide  differences  in  the  original  fac- 
tors assumed  produce  only  moderate  discrepancies  in  the  final  results. 
Moreover,  the  results  arrived  at  by  the  combination  of  any  credible 
set  of  factors  indicate  a  valuation  only  a  small  fraction  of  that 
claimed  by  the  Steel  Corporation  in  its  estimate  of  1902.  As  shown 
later,  the  valuations  obtained  by  this  method  work  out  in  surprising 
agreement  with  those  obtained  by  the  two  methods  already  used. 

The  valuation  of  $95,300,000,  it  will  be  seen,  is  equivalent  to  ahnost 
exactly  13.6  cents  per  ton  for  fee  ore.  When  it  is  recalled  that  a  dele- 
gation of  mining  interests  in  the  Minnesota  Legislature  as  late  as  1909 
stated  that,  so  far  as  they  had  been  able  to  ascertain,  15  cents  was  the 
highest  price  ever  paid  for  ore  in  fee,  it  would  appear  that  the  average 
valuation  here  given  is  high,  even  as  an  expression  of  the  going  value 
of  fee  ore.  Only  a  portion  of  the  Steel  Corporation's  ore  was  owned 
in  fee.  Possibly  not  one-third,  or  even  one-fourth,  of  the  total  esti- 
mated tonnage  of  700,000,000  tons  was  thus  owned  in  1901.  In  order 
to  insure  a  sufficiently  hberal  valuation  of  the  ore  property,  however, 
the  Bureau  has  made  its  computations  on  the  assumption  that  one- 
half  of  the  total  amount  was  owned  in  fee.  At  an  average  valuation 
of  13.6  cents  per  ton  the  total  indicated  value  of  this  portion  of  the 
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Corporation's  ore  property  would  be  approximately  $47,600,000. 
While  this  figure  is  probably  high,  the  Bureau  has  also  allowed  for  the 
fact  that  bonus  payments  might  be  obtainable  in  the  event  of  a  trans- 
fer of  these  holdings  under  lease  at  an  average  royalty  of  28  cents. 
This  addition  is  stated  below. 

Transfer  value  of  leases. — The  value  of  the  leases  as  distinct  from  that 
of  the  ore — that  is,  of  the  privilege  of  mining  ore  at  stipulated  royal- 
ties— niay  be  considered  as  measured  approximately  by  the  bonus 
payments  which  such  leases  would  command  if  transferred.  Broadly 
speaking,  the  bonus  is  the  amount  paid  for  the  purchase  of  a  leasehold 
with  its  improvements.  The  actual  average  bonus  payments  on  23 
leases  made  during  the  period  1900-1902,  as  rej)orted  to  the  Bureau 
by  Dwight  E.  Woodbridge,  a  mining  engineer  of  Duluth,  were  almost 
exactly  3  cents  per  ton.  It  is  possible  that  this  would  be  a  sufficiently 
liberal  allowance  to  apply  to  the  entire  350,000,000  tons  of  the  Steel 
Corporation's  ore  assumed  to  have  been  held  under  lease.  It  might, 
however,  be  argued  that  the  leases  of  the  Steel  Corporation  under  the 
stipulated  royalties,  had  they  been  on  the  market  in  1901,  would  have 
commanded  a  rather  higher  average  bonus.  The  Bureau,  therefore, 
in  order  to  fix  upon  a  value  which  can  not  be  challenged  on  the  ground 
of  undervaluation  has  allowed  an  average  of  6  cents  per  ton,  or 
double  the  average  for  the  23  mines  above  referred  to.  This  average 
of  6  cents,  applied  to  the  assumed  leasehold  tonnage  of  350,000,000 
tons,  gives  a  total  of  $21,000,000. 

This  covers  the  bonus  value  of  the  leased  ore.  It  should  be  noted 
here  that  in  using,  for  this  calculation  of  fee-ore  values,  the  average 
going  royalty  of  28  cents  per  ton,  nothing  has  been  allowed  for  the 
possibility  that  had  all  the  fee  ore  of  the  Corporation  been  available 
for  lease  in  1901  it  might  also  have  commanded  a  bonus  over  that 
rate,  which  of  course  was  largely  governed  by  royalties  on  old  leases. 
However,  the  royalties  prevailing  in  1901  do  not  appear  to  have  been 
greatly  in  excess  of  those  of  earlier  years.  One  reason  for  this  may 
have  been  that  the  State  of  JSIinnesota  was  then  leasing  considerable 
tracts  of  State  ore  lands  at  a  uniform  royalty  of  25  cents  per  ton. 
Still  again,  part  of  the  fee  ore  owned  by  the  Steel  Corporation  was  of 
low  grade,  so  that  it  is  exceedingly  doubtful  whether  it  could  have 
been  leased  at  more  than  the  current  average  rate  of  28  cents  per  ton 
used  in  the  preceding  calculation.  However,  the  Bureau  has  also 
made  an  addition  of  6  cents  per  ton,  or  $21,000,000,  to  the  value  of  the 
fee  ore  as  above  computed,  this  increase  being  equivalent  to  the 
average  value  of  bonuses  apphed  to  leasetl  ore.  It  is  certain  that  this 
valuation  for  the  fee  ore  is  excessive.  It  gives  the  fee  ore  a  value 
of  19.6  cents  per  ton,  whereas  the  maximum  price  paid  for  such  ore 
as  late  as  1909,  according  to  competent  authorities,  was  reported  at 
15  cents  per  ton. 
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Indicated  total  valuation  by  discount  method. — The  total 
indicated  valuation  of  the  entire  deposit  of  700,000,000  tons  by 
this  discount  or  "  present- worth "  method  therefore  amounts  to 
$89,600,000,  as  follows: 

1.  $47,600,000,  for  the  value  of  the  fee  ore  based  upon  the  average 
going  royalty  in  1901,  without  any  allowance  for  bonus. 

2.  $21,000,000,  to  cover  the  possible  bonus  value  of  such  fee  ore 
over  and  above  the  preceding  valuation,  had  it  been  available  for 
lease  in  that  year. 

3.  $21,000,000,  for  the  transfer  or  bonus  value  of  the  leaseholds 
themselves. 

It  is  probable  that  this  valuation  of  $89,600,000  is  sufficiently 
liberal.  Wliile  no  specific  amount  has  been  allotted  in  this  estimate 
for  improvements  to  mining  property,  the  bonus  additions,  aggregat- 
ing for  the  fee  and  leased  ore  together  no  less  than  $42,000,000, 
undoubtedly  include  a  very  substantial  amount  for  such  improve- 
ments. The  actual  book  value  of  the  improvements  to  the  Steel 
Corporation's  mining  property  in  1901,  it  will  be  recalled,  was  about 
$9,000,000.  To  add  this  sum  to  the  preceding  total  of  $89,600,000, 
would  undoubtedly  result  in  duplication.  However,  it  is  possible 
that  the  bonus  calculations  may  not  be  sufficient  to  cover  all  of  the 
improvements  to  mining  property.  The  Bureau  has  allowed  for  this 
in  its  final  estimate. 

Summary  of  oee  valuations. — Comparing  the  Bureau's  estimates 
of  this  ore  property  by  the  several  methods  described,  it  will  be 
seen,  first,  that  the  current  prices  of  fee  ore  indicate  that  the  fee 
properties  and  leaseholds  of  the  United  States  Steel  Corporation  were 
worth  much  less  than  $90,000,000;  second,  that  the  terms  of  the  pur- 
chase of  the  Lake  Superior  Consolidated  Iron  Mnes  indicate  a  total 
value  for  all  the  ore  property  of  the  United  States  Steel  Corporation 
in  1901 'of  not  over  $70,000,000  to  $94,000,000;  and,  third,  that  the 
valuation  based  on  present  worth  of  royalties  and  bonus  values  of 
leases  indicates  that  the  same  property  was  worth  about  $90,000,000. 

Altogether  there  can  be  no  doubt  that  an  estimate  of  from 
$90,000,000  to  $95,000,000  as  the  value  of  this  ore  property  would 
be  sufficiently  high.  Taking  all  the  facts  into  consideration,  how- 
ever, the  Bureau  concluded  to  allow  a  round  value  of  $100,000,000 
for  the  ore  property  in  1901. 

It  is  worth  calling  passing  attention  to  the  fact  that  in  the  year 
1902  the  total  valuations,  as  assessed  for  taxation,  of  all  iron-mining 
properties  in  the  States  of  jMumesota  and  ]\Iichigan,  of  which  at  that 
time  the  United  States  Steel  Corporation  probably  owned  not  much 
over  one-half,  was  only  about  $54,000,000.  Practically  all  the  Cor- 
poration's ore  holdings  were  then  in  these  two  States.  In  other 
words,  the    Corporation's    ore    property,  which,   for  taxation,  was 
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probably  assessed  at  considerably  less  than  $40,000,000,  was,  for  the 
purpose  of  justifying  its  capitalization,  valued  at  $700,000,000.  Of 
course,  it  is  not  intended  to  say  that  the  tax  valuations  represented 
the  full  value  of  the  property. 

SUMMABY    OF    BUBEAU'S    VALUATIONS    BY    DEPARTMENTS    OF    THE 

BUSINESS. 

The  valuations  for  the  different  classes  of  the  property  of  the 
Corporation  in  1901,  arrived  at  by  the  Bureau  by  this  third  method, 
are  in  the  following  table  summarized  and  compared  with  those  of 
the  Corporation  in  1902,  as  already  given  on  page  21. 

VALUE  OF  TANGIBLE  ASSETS  ACQUIRED  BY  STEEL  CORPORATION  IN  1901,  AS  COM- 
PUTED BY  BUREAU,  COMPARED  WITH  ESTIMATE  OF  CORPORATION  SUBMITTED 
IN  THE  HODGE  SUIT  IN  JULY,  1902. 


Class  of  property. 


Bureau's  es- 
timate of  tan- 
gible values 
ui  1901. 


Corporation's 
estimate  of  tan- 
gible values  in 
1902. 


Dlflerence.1 


Ore  property 

Manufacturing  plants,  including  blast  furnaces 

Railroad,  steamship,  and  dock  property 

Coal  and  coke  property 

Natural-gas  property 

Limestone  properties 

Casli  and  casb  assets 

Total 


1100,000,000 
250,000,000 
91,500,000 
80,000,000 
20,000,000 
4,000,000 
136,500,000 


$700,000,000 

348,000,000 

2  120,340,000 

100,000,000 

20,000,000 

4,000,000 

8  164,660,000 


$600,000,000 
98,000,000 
28,840,000 
20,000,000 


28,160,000 


682,000,000 


1,457,000,000 


775,000,000 


1  A  part  of  the  differences  between  the  two  estimates  is  accounted  for  through  additions  made  to  property 
during  the  Interval  from  April  1, 1901,  to  July  1, 1902,  such  additions,  of  course,  being  included  In  the  Cor- 
poration's figures. 

2  This  figure  includes  840,340,000  of  indebtedness  which  was  not  included  in  the  estimate  of  the  Corpo- 
ration, this  addition  being  made  in  order  to  render  the  estimates  comparable. 

5  In  arriving  at  this  figure  purchase-money  obligations  and  real-estate  mortgages  of  816,369,000,  which 
were  deducted  by  the  Corporation  (see  table  on  p.  21),  were  restored  by  the  Bureau  to  make  the 
amounts  comparable. 

The  total  valuation  of  $682,000,000,  it  will  be  seen,  is  less  than  one- 
half  the  value  claimed  by  the  Corporation  in  1902.  Nevertheless, 
in  every  case  the  valuations  of  the  Bureau  are  beheved  to  be  hberal. 
As  already  noted,  the  estimates  of  the  Corporation  include  additions 
to  the  property  up  to  July  1,  1902.  Such  additions,  however,  would 
explain  only  an  insignificant  part  of  the  discrepancy',  and,  ia  the  case 
of  the  ore,  are  entirely  negligible. 

It  may  be  repeated  that  the  Bureau's  figures  do  not  allow  for  any 
additional  value  which  may  have  been  imparted  to  these  properties 
by  the  mere  act  of  consohdation.  A  large  part  of  any  such  addition 
is  properly  excluded  from  consideration,  as  it  must  have  been  due  in 
a  measure  to  concentration  of  ownership  and  control  or  the  restric- 
tion of  competition.     While  the  merger  of  such  properties,  particu- 
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larly  on  account  of  greater  integration,  might  have  imparted  a  con- 
siderable value  to  them  as  going  concerns  over  and  above  the  aggregate 
of  the  valuations  prior  to  consohdation,  it  is  impossible  to  separate  any 
such  increase  in  value,  due  to  coordination  and  integration,  from  the 
increase  due  to  the  elimination  of  competition,  and  therefore  no 
quantitative  statement  of  such  additional  value  has  been  attempted 
by  the  Bureau. 

COMPARISON   OF   VALUATIONS    OF   STEEL   CORPORATION'S   PROPERTY  IN 
1901   WITH   ITS    CAPITALIZATION. 

The  Bureau's  valuations  of  the  Steel  Corporation's  property  in 
1901,  arrived  at  by  these  different  methods,  may  now  be  compared 
with  its  outstanding  capitalization  at  that  time.  This  is  done  in  the 
following  table: 

COMPABISON  or  ESTIMATES  OF  VALUE  OF  PROPERTY  OF  UNITED  STATES  STEEL 
CORPORATION  AT  ITS  ORGANIZATION  IN  1901,  WITH  PAR  VALUE  OF  ITS  SECURITIES. 


Excess  of  se- 
curities over 
estimates. 


Total  capitalization  in  April,  1901,  including  underlying  bonds  and  pur- 
chase-money obligations i  Jl,  402, 846, 817 

Investment  in  tangible  property  alone,  indicated  by  historical  analysis. .         676, 000, 000 

Value  of  all  property,  tangible  and  intangible,  as  indicated  by  marlcet 
prices  of  securities  of  constituent  concerns 793, 000, 000 

Value  of  tangible  property  as  estimated  by  departments  of  the  business. .         682, 000, 000 


4726,846,817 

609,846,817 
720,846,817 


'  Excluding  $535,407  unacquired  stock  in  constituent  concerns  for  which  no  corresponding  deduction 
was  made  in  the  first  and  third  estimates. 

It  will  be  seen  at  once  that  the  securities  issued  by  the  Steel  Cor- 
poration very  greatly  exceeded  the  indicated  value  of  the  property 
acquired,  as  established  by  any  one  of  the  three  naethods  of  valuation. 
The  valuation  of  the  tangible  property  arrived  at  by  historical  study, 
as  well  as  that  by  departments  of  the  business,  shows  an  excess  of 
capitalization  greater  than  the  indicated  value  itself.  The  valuation 
by  departments,  namelj',  .?682,000,000,  shows  an  excess  of  nearly 
$721,000,000.  Even  taking  the  indicated  market  value  of  the  securi- 
ties of  the  subsidiary  concerns,  namely,  $793,000,000,  which  valuation 
includes  the  public  estimate  for  intangible  considerations  as  well  as 
physical  property,  the  excess  of  the  Steel  Corporation's  capitalization 
was  still  over  $609,000,000.  Naturally  the  valuation  arrived  at  by 
this  method  exceeded  those  obtained  in  the  other  two  cases. 

The  Bureau  does  not  contend  that  the  capitalization  of  the  Steel 
Corporation  should  have  been  fixed  at  any  one  of  the  three  valuations 
here  presented.  All  that  is  attempted  at  the  moment  is  to  present  a 
comparison  of  these  valuations  with  the  capitalization.  The  figures 
show  clearly  that  the  entire  issue  of  approximately  $508,000,000  of 
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common  stock  of  the  Steel  Corporation  in  1901  had  no  physical  prop- 
erty back  of  it,  and  also  a  considerable  fraction,  say  from  one-Mth 
to  "two-fifths,  of  the  preferred  stock  was  like^vise  unprotected  by 
physical  property.  Even  granting  that  there  may  have  been  a  con- 
siderable value  in  intangible  considerations,  it  is  reasonably  clear  that 
at  least  the  entire  issue  of  common  stock,  except  in  so  far  as  what 
may  be  termed  "merger  value"  may  be  considered,  represented 
nothing  but  "water." 

While,  therefore,  it  is  not  the  purpose  of  this  report  to  say  what 
should  have  been  the  capitalization  of  the  Steel  Corporation,  it  is 
obvious  that  the  company  M^as  heavily  overcapitalized,  judged  by 
any  reasonable  standard. 

OVEECAPITALIZATION  INDICATED  BT  ENORMOUS  COMMISSION  TO  UNDEE- 
WEITING    SYNDICATE. 

Very  convincing  evidence  of  a  ruhng  tendency  toward  excessive  capi- 
tahzation  is  afforded  by  the  enormous  payment  the  Steel  Corporation 
allowed  its  underwriting  syndicate.  This  syndicate,  as  shown  else- 
where, provided  the  Corporation  with  $25,000,000  of  cash  capital  and 
also  incurred  expenses  of  about  $3,000,000  either  in  buying  scattered 
parcels  of  stock  or  otherwise,  making  its  total  cash  expenditure 
$28,000,000.  For  this  cash  consideration,  plus  its  underwriting  serv- 
ices, the  syndicate  received  from  the  Steel  Corporation  the  enormous 
total  of  practically  1,300,000  shares  of  its  stock  (half  preferred  and 
half  common)  of  an  aggregate  par  value  of  practically  $130,000,000. 
This  stock  appears  to  have  realized  approximately  $90,500,000  (count- 
ing $4,000,000  unsold  preferred  stock  at  par) ,  leaving  as  profit  to  the 
syndicate,  over  and  above  the  $28,000,000  cash  expenditure  noted, 
a  net  sum  of  about  $62,500,000.  Of  this,  one-fifth,  or  $12,500,000, 
went  to  the  sj^ndicate  managers  for  their  services  as  such,  the 
remaining  $50,000,000  being  distributed  to  the  syndicate  members. 

There  can  be  no  question  that  this  huge  compensation  to  the 
syndicate  was  greatly  in  excess  of  a  reasonable  payment.  For  the 
$28,000,000  cash  consideration  the  syndicate  was  properly  to  be 
reimbursed,  and  furthermore  was  entitled  to  additional  compensation 
for  raising  that  amount.  Moreover,  the  syndicate  was  entitled  to 
some  compensation  for  its  other  services.  Clearly,  however,  these 
services  can  not  be  considered  as  worth  the  huge  sum  actualty  allowed. 
The  syndicate  was  under  no  obligation  whatever  to  see  the  organiza- 
tion of  the  Steel  Corporation  through,  but,  on  the  contrary,  the 
syndicate  managers  expressly  reserved  the  right  at  any  time  in  their 
own  discretion  wholly  to  abandon  the  transaction.  The  risk  of  the 
syndicate  over  and  above  the  $28,000,000  cash  consideration,  there- 
fore, can  not  be  considered  great.  It  is  true  that  the  nominal  liability, 
of  the  syndicate  was  $200,000,000,  but  it  was  generally  understood 
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at  the  time  that  only  $25,000,000  in  cash  would  be  called  from  syndi- 
cate members,  and  this  was  the  full  amount  actually  called.  More- 
over, the  syndicate  was  obligated  to  provide  only  $25,000,000  cash 
capital  (aside  from  certain  expenses)  to  the  Steel  Corporation,  and 
the  fact  that  the  nominal  HabiHty  of  the  syndicate  was  $200,000,000 
could  not  increase  this  cash  obUgation  to  the  Corporation,  but  was 
simply  an  arrangement  between  the  syndicate  managers  and  the 
syndicate  members. 

It  should  be  pointed  out  that  the  syndicate  managers  were  promi- 
nently identified  with  the  management  of  several  of  the  companies 
acquired  by  the  Steel  Corporation,  and  also  with  the  management  of 
the  Corporation  itself.  Three  partners  of  the  firm  of  J.  P.  Morgan  & 
Co.,  the  syndicate  managers,  were  on  the  directorate  of  the  Corpo- 
ration, and  one  of  them  was  also  chairman  of  the  finance  committee. 
Moreover,  the  underwriting  syndicate  included  the  heads  of  several 
constituent  companies.  These  facts  are  entitled  to  great  weight  in 
connection  with  this  enormous  commission  allowed  to  the  syndicate. 
In  other  words,  as  managers  of  the  Steel  Corporation  these  various 
interests  virtually  determined  their  compensation  as  underwriters. 

TMs  extravagant  compensation  to  the  underwriting  syndicate  may 
fairly  be  cited  as  further  evidence  of  a  general  disposition  to'ward 
excessive  issue  of  securities. 

This  huge  commission,  it  should  be  noted,  followed  very  hberal 
commisjions  allowed  at  earher  dates  to  the  promoters  of  several  of 
the  various  constituent  companies.  Assuming  that  of  the  total  of, 
roughly,  $65,000,000  par  value  each  of  preferred  and  common  stock 
allowed  the  Steel  Corporation  underwriting  syndicate,  $28,000,000  of 
each  class  (a  common  basis  of  compensation  in  such  cases)  was  for  the 
cash  consideration  noted,  there  would  be  left  as  a  commission  alone 
$37,000,000  par  value  of  each  class,  or  a  total  of  $74,000,000  par 
value.  Adding  to  this  the  amounts  allowed  for  similar  commissions 
in  the  case  of  constituent  companies  at  the  dates  of  their  respective 
organizations,  and  taking  into  account  that  the  stock  so  issued  by 
constituent  companies  received  the  same  terms  of  exchange  from  the 
Steel  Corporation  as  other  -stock  of  the  same  class,  it  would  appear 
that  of  the  Steel  Corporation's  stock  in  1901  at  least  $150,000,000 
(this  including  over  $40,000,000  of  the  preferred)  was  issued  either 
directly  or  indirectly  for  such  promotion  or  underwriting  services, 
this  being  over  and  above  the  enormous  amounts  of  common  stock 
issued  as  a  bonus  for  property  and  for  cash. 
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ADDITIONS   TO  PROPERTY  OP   THE   STEEL  CORPORATION   SINCE 


1901. 


Since  1901  the  Steel  Corporation  has  greatly  increased  its  invest- 
ment This  increase  has  come  about  in  two  ways— first,  and  most 
important,  through  new  construction  and  additions  by  the  invest- 
ment of  surplus  earnings  and  new  capital  derived  from  the  sale  of 
securities;  and,  second,  through  the  acquisition  of  competmg  con- 
cerns through  issue  of  securities  directly  therefor. 

The  capital  additions  to  fixed  property,  by  classes,  are  stated  an- 
nually in  the  pubhshed  reports  of  the  Corporation,  except  for  those 
made  through  the  acquisition  of  the  Union  Steel  Company  in  1902, 
the  Clairton  Steel  Company  in  1904,  and  the  Tennessee  Coal,  Iron 
and  Railroad  Company  in  1907.  All  three  of  these  properties  were 
acquired  substantially  through  the  issue  or  assumption  of  bonds, 
and  the  actual  investment  of  the  Steel  Corporation  therein  has  been 
taken  as  the  par  value  of  such  bonds  (with  the  exception  of  a  small 
amount  of  such  bonds  purchased  by  the  Steel  Corporation  in  the 
open  market  at  less  than  par,  and  used  in  part  payment  for  the 
Clairton  and  Tennessee  concerns).  This  investment  may  differ  from 
a  fair  value  of  these  acquisitions,  but  for  the  present  purpose  this 
need  not  be  considered. 

By  combining  the  net  additions  to  fixed  property  made  through 
direct  expenditure  and  through  such  acquisitions,  with  the  increase 
in  the  current  assets,  and  adding  these  amounts  to  the  original  value 
in  1901,  as  computed  by  the  Bureau  (which  has  been  considered  as 
the  Corporation's  investment  at  that  time),  the  total  investment  of 
the  Corporation  at  the  close  of  1910  may  be  determined.  Such  total 
investment,  it  is  true,  may  not  represent  the  actual  value  of  the 
tangible  property  of  the  Steel  Corporation  on  that  date,  particularly 
on  account  of  appreciation  ia  the  value  of  natural  resources,  includ- 
ing real  estate.  The  rise  ia  value  of  property  of  the  Corporation 
between  1901  and  the  close  of  1910,  however,  would  necessarily  have 
to  take  account  of  the  great  concentration  of  control  of  the  indus- 
try enjoyed  by  the  Steel  Corporation,  particularly  with  respect  to 
the  ownership  of  ore.     This  is  a  factor  that  can  not  be  measured  here. 

Therefore,  the  Corporation's  investment  in  its  properties,  rather 
than  the  valvMion  of  these  properties,  is  the  proper  basis  for  the 
current  discussion,  as  well  as  for  computing  profits  taken  up  later. 

The  following  table  shows  the  additions  to  the  investment  of  the 
Steel  Corporation  from  1901  to  1910,  together  with  certain  deductions 
for  depreciation  which  were  considered  by  the  Bureau  as  proper: 
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NET  ADDITIONS  TO  INVESTMENT  OF  STEEL  CORPORATION,  APRIL  1,  1901,  TO 

DECEMBER  31,  1910. 


Description. 

Total 
additions. 

Estimated 
true  depreci- 
ation. 

Amount 
made  good 
by  expendi- 
tures not 
capitalized. 

Net  out- 
standing 
depreciation 
to  be  de- 
ducted from 
investment. 

Net  addi- 
tions to 
investment. 

Fixed  property  (exclusive  of  Gary 
and  Tennessee  Coal,  Iron  and 
Railroad  Company): 
Manufacturing 

$151,480,449 
62,093,931 
34,112,303 
74,641,029 
5,648,656 

13,243,678 

2,128,364 

16,067,666 

101,683,544 

$107,060,053 
30,293,497 
21,220,986 
37,336,955 
4,242,626 

$88,918,509 
2,345,016 
5,534,666 
13,462,331 
1,436,082 

$18,141,644 

27,948,481 

16,686,321 

23,874,624 

2,807,644 

8133,338,905 

Iron  ore . . 

34,146,450 

Coal  and  coke 

18, 425, 982 

50,666,405 

Miscellaneous  fixed  property... 
Other  assets: 

Deferred  charges ..." 

2,741,012 
13, 243, 678 

Tnvp.c!tmp,nf.s 

2,128,364 

Sinking  funds 

16, 067, 666 

Current  assets 

lOl',  683, 644 

Total 

460,899,520 
69,978,695 
60,468,518 
3,063,594 

200,164,117 

111,695,003 

88,458,514 

372,441,006 

Gary  plant  i . 

69, 978, 695 

TermesseeCoal,  Iron  and  R.R.  Co.'. 

2,866,003 

1,832,843 

1,023,160 

59, 445, 358 
3,063,594 

Grand  total 

694,410,327 

3  203,010,120 

113,528,446 

8  89,481,674 

604, 928, 663 

1  Includes  city  of  Gary  and  railroad  property.    The  figure  is  the  construction  cost.    Depreciation  of 
this  plant  is  included  in  the  figures  given  above.    (See  note  1,  Table  38,  p.  310.) 

2  Original  cost  of  fixed  property  plus  subsequent  additions. 

3  Excluding  an  item  of  $385,181  which  could  not  be  distributed. 

The  figures  of  true  depreciation  given  in  this  table  represent  the 
entire  estimated  depreciation  in  the  properties  of  the  Corporation, 
including  exhaustion  and  obsolescence.  The  bulk  of  such  physical 
depreciation  was  made  good  by  expenditures  on  these  properties 
which  were  not  capitalized,  thus  leaving  a  balance  which  may  be 
termed  a  "net  accrued"  or  "outstanding"  physical  depreciation  not 
made  good,  which  balance  has  been  set  against  the  additions  La  order 
to  arrive  at  the  net  additions  to  the  investment. 

In  tlie  case  of  the  manufacturing  properties  the  total  allowance  for 
estimated  true  depreciation  is  equivalent  to  rather  less  than  4  j)er 
cent  yearly  on  the  average  investment  in  these  (excluding  land) .  This 
might  at  first  sight  seem  too  small.  However,  there  was  also  expended 
during  this  period  no  less  than  $180,000,000  (1901  figures  estimated) 
in  so-called  ordinary  maintenance  and  repairs,  which  items  apparently 
go  far  toward  maintaining  these  properties  in  a  high  state  of  efficiency. 
The  sum  of  these  provisions  for  repairs,  maintenance,  and  deprecia- 
tion is  equivalent  to  about  10  per  cent  yearly  upon  the  average 
investment  in  these  properties,  again  excluding  land .  These  provisions 
taken  together  appear  to  be  sufficient. ' 

The  allowance  for  depreciation  of  ore  property,  $30,293,497,  is 
equivalent  to  about  17  cents  per  ton  on  the  actual  production.     A  part 

ent,  see  pages  304-306, 
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of  this  represents  depreciation  of  improvements,  and  a  small  part  is  for 
exliaustion  of  timber  on  ore  lands.  The  greater  part  of  this  allowance, 
however  is  for  exhaustion  of  the  ore.  It  seems  rather  high,  especially 
in  view  of  the  fact  that  the  bulk  of  the  production  was  from  leaseholds 
and  not  from  fee  mines,  but  the  Bureau  has  aUowed  it  to  stand 
for  the  purposes  of  the  present  discussion  because  of  the  great  diffi- 
culty involved  in  making  a  satisfactory  division,  and  the  relatively 
small  importance  which  any  changes  so  made  would  have  in  the  final 
computation  of  either  investment  or  of  profits. 

The  total  of  $21,220,986  for  depreciation  of  coal  and  coke  property 
allows  about  10  cents  per  ton  as  exhaustion  proper  of  high-grade 
coking  coal  distinct  from  exhaustion  of  other  coal  and  depreciation 
of  coke-oven  property  and  mine  improvements. 

The  depreciation  allowed  for  the  transportation  property,  chiefly 
on  railroads,  seems  high  in  view  of  the  Hberal  expenditures  for  ordi- 
nary maintenance,  but  the  Bureau  has  accepted  it.  The  amount  as 
given  includes  an  allowance  of,  roughly,  $6,700,000  for  obsolescence, 
as  distinct  from  actual  depreciation,  made  on  the  theory  that  when 
the  ore  along  the  fine  of  these  railroads  is  exhausted  the  railroad 
property  itself  will  lose  the  great  bulk  of  its  value.  The  provisions 
in  the  case  of  the  steamship,  dock,  and  miscellaneous  properties  ap- 
pear reasonable. 

In  all  cases  the  expenditures  for  ordinary  maintenance  and  repairs 
have  been  large.  Such  expenditures  for  all  classes  of  property  for  the 
period  from  1902  to  1910  aggregated  $245,271,000  (1901  figures  never 
having  been  compiled) . 

Having  determined  upon  an  estimate  of  the  true  total  deprecia- 
tion for  the  purpose  of  computing  the  investment,  the  Bureau  has, 
therefore,  in  the  table  on  page  41,  deducted  from  the  investment  those 
portions  of  the  depreciation  or  the  net  accrued  depreciation  which  had 
not  actually  been  made  good  by  expenditures  upon  the  respective 
properties. 

Wliile,  therefore,  the  total  allowances  for  depreciation  for  certain 
classes  of  property  appear  somewhat  excessive,  the  Bureau,  after 
analysis,  has  for  the  purpose  of  computing  the  investment  accepted 
these  estimates  as  the  actual  depreciation  of  the  Corporation's  physi- 
cal properties.  They  differ  somewhat  from  the  provisional  allowances 
as  stated  in  the  annual  reports.  These  provisional  allowances  in  a 
few  cases  were  admittedly  excessive  or  included  amounts  not  repre- 
senting actual  depreciation.  Such  excessive  provisions  have  been 
excluded  by  the  Bureau  and  also  restored  to  the  earnings  (see  p.  53). 
The  total  depreciation  allowances  given  in  the  table  include  provi- 
sions for  blast-furnace  refining,  which  in  the  annual  reports  are  not 
included  under  the  provisional  depreciation  allowances. 
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The  constituent  companies  of  the  Corporation  very  properly  com- 
pute their  depreciation  charges  (including  exhaust  ion)  on  the  original 
cost  of,  or  investment  in,  the  various  properties  and  not  on  the 
replacement  cost  (either  actually  incurred  or  anticipated) . 

In  addition  to  the  provisions  for  depreciation  above  described, 
the  Steel  Corporation  writes  off  its  property  account  each  year  other 
varying  sums,  usually  of  large  amount.  These  further  sums,  how- 
ever, as  explained  by  the  Corporation  to  the  Bureau,  do  not  represent 
true  depreciation  based  on  original  cost  or  purchase  value  of  the 
physical  property  to  subsidiary  concerns,  but  are  instead  an  offset  of 
a  part  of  the  inflated  valuations  at  which  the  stocks  of  the  subsidiary 
companies  are  carried  on  the  books  of  the  Steel  Corporation.  Such 
additional  amounts  written  off  by  the  Steel  Corporation  itself,  on 
account  of  over  capitalization,  while  probably  entirely  justified  from 
that  standpoint,  have,  however,  no  relation  to  the  real  depreciation 
of  such  first  cost  of  the  physical  properties,  and  consequently  have  not 
been  deducted  from  earnings  by  the  Bureau. 

The  treatment  of  these  various  depreciation  charges  is  fully 
explained  in  the  body  of  the  report. 

INDICATED  INVESTMENT  IN  THE  PROPERTY  OF  THE  STEEL  COR- 
PORATION AT  THE  CLOSE  OF  1907  COMPARED  WITH  APPRAISAL 
MADE  BY  CORPORATION  AT  THAT  DATE. 

By  combining  the  net  additions  to  the  property  of  the  Corporation 
from  1901  to  1910,  as  stated  in  the  preceding  table,  with  its  investment 
in  1901  the  investment  at  the  close  of  1910  is  obtained.  Before  doiag 
this,  however,  it  is  desirable  to  make  an  intermediate  comparison  of 
the  total  investment  at  the  close  of  1907  with  an  appraisal  of  the 
various  properties  of  the  constituent  concerns  which  was  made  at 
that  date  by  the  Corporation  itself. 

This  appraisal  of  the  Steel  Corporation  at  the  close  of  1907  is  in 
the  following  table  compared  with  the  indicated  investment  in  the 
property  at  that  date,  as  computed  by  the  Bureau  by  adding  to  the 
values  determined  upon  by  the  Bureau  for  April,  1901  (see  table  on 
p.  36),  the  net  additions  down  to  the  close  of  1907,  computed  in  the 
manner  already  indicated  in  the  table  on  page  41, 
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BUREAU'S  ESTIMATE  OP  INVESTMENT  IN  PBOPERTY  OF  STEEL  CORPOBATION  AT 
CLOSE  OF  1907  COMPARED  WITH  CORPORATION'S  ESTIMATE  OF  VALUE  AT  THAT 
TIME. 


Description. 


Fixed  property  (exclusive  of  Gary  and  Tennessee  Coal 
Iron  and  Railroad  Company): 

Manufacturing ■  -  - 

Iron  ore  and  timber 

Coal  and  coke 

Transportation 

Miscellaneous  fixed  property 

Other  assets: 

Deferred  charges 

Investments 

Sinking  funds 

Current  assets 

Total 

Gary  plant ' 

Tennessee  Coal,  Iron  and  Railroad  Company 

Sundry  adjustments 

Grand  total 


Investment  as 

computed  by 

Bureau. 


S.3li4, 441, 140 
119, 879, 749 

95, 557, 205 
127,013,555 

26,230,798 

0,204,734 

1,717,120 

.32,442,402 

229, 347,  4S3 


1, 002, 840, 186' 

24, 063, 388 

49,842,295 

2,017,733 


1,078,763,002 


Value  as  esti- 
mated by  Cor- 
poration. 


$367,632,230 

1641,242,880 

142, 521, 913 

145, 048, 041 

19,619,0.52 


32, 442, 402 
229,347,483 


1,577.864,001 
24, 063, 388 
49, 747, 763 


1,651,666,142 


Difference. 


S3,191_,090 

521, 363",  131 

46,964,708 

18,034,486 

■"J.204,73i 
''1,717,120 


675,013,815 


'2,017,733 


572,901,540 


1  Includes  about  S5,700,000  of  timber  property. 

2  This  excess  of  the  Bureau's  figure  over  that  of  the  Corporation  ig  chiefly  due  to  the  fact  that  in  com- 
puting the  investment  in  1901  the  Bureau  allowed  a  very  liberal  valuation.  The  Corporation  contends 
that  its  1907  appraisal  of  these  properties  was  very  conservative. 

3  Excess  over  Corporation's  estimate,  which  did  not  include  these  items  specifically,  but  which,  how- 
ever, allows  for  most  of  them  in  other  items. 

*  Includes  city  of  Gary  and  railroad  property. 
^  Excess  over  Corporation's  estimate. 

The  Corporation's  valuation  of  the  manufacturing  properties  was 
made  in  great  detail  and  it  is  claimed  that,  apart  from  the  real  estate 
of  these  plants,  which  was  separately  itemized,  the  figures  were  for 
the  construction  cost.  They  agree  substantially  -with  those  of  the 
Bureau. 

The  Corporation's  appraisal  value  of  the  transportation  properties 
considerably  exceeds  the  investment  figure  of  the  Bureau. 

The  excess  of  the  Corporation's  figure  for  coal  and  coke  over  that 
of  the  Bureau  is  chiefly  due  to  the  fact  that  it  represents  a  current 
valuation,  whereas  the  Bureau's  figure  is  the  valuation  in  1901  plus 
the  actual  cost  of  subsequent  investment,  without  allowing  for  any 
appreciation  during  this  interval.  Undoubtedly  there  had  been  some 
appreciation  in  the  coal  property  during  the  period  1901-1907.  This 
must  be  attributed  in  part  to  the  fact  that  the  great  bulk  of  the 
Connellsville  cokuig  coal  lands  was  owned  by  the  Steel  Corporation. 

The  figure  used  for  the  Gary  plant  is  the  Corporation's  fio-ure  of 
construction  cost. 
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The  fixed  property  of  the  Tennessee  Coal,  Iron  and  Railroad  Com- 
pany has  been  entered  by  the  Bureau  at  its  cost  in  bonds  issued  by 
the  Steel  Corporation  and  underlying  bonds  assumed  (subsequent 
additions  also  being  included).  The  price  paid  for  the  stock  as 
measured  by  the  market  value  of  the  bonds  so  issued  was  equivalent 
to  about  the  par  value  of  the  Tennessee  company's  stock,  or  roughly, 
$30,000,000  over  and  above  bonded  debt.  The  value  of  the  property 
represented  by  this  stock  is  difficult  to  estimate.  For  two  years  prior 
to  the  sale  the  average  price  of  the  stock  on  the  New  York  Stock 
Exchange  was  about  $146  per  share.  The  st-ock,  however,  was  a  noto- 
riously speculative  security  so  that  the  market  quotations  are  an 
uncertain  guide.  A  consolidated  balance  sheet  of  the  company  of 
October  31,  1907,  or  just  before  the  transfer  of  the  company  to  the 
United  States  Steel  Corporation,  showed  a  surplus  of  $1,199,823,  thus 
making  the  book  value  of  the  stock  about  $104.  The  fixed  property 
in  this  balance  sheet  was  carried  at  $44,988,699,  which  amount  was 
at  once  written  down  by  the  Steel  Corporation  to  $44,037,140,  this 
placing  the  plants  at  $15,382,234,  the  mineral  lands  and  certain  real 
estate  at  $26,525,144  (except  for  an  interest  in  the  Potter  Ore  Com- 
pany carried  at  $398,000),  the  balance  representing  miscellaneous 
real  estate  and  railroad  property.  There  is  reason  to  believe  that  the 
plants  were  considerably  overvalued.  The  book  valuation  of  its  min- 
eral properties  appears  to  have  been  liberal.  Although  these  were 
enormous  in  extent,  the  market  value  was  very  low  as  compared  with 
northern  coal  or  Lake  Superior  ore,  first  on  account  of  the  low  grade 
and  second  because  of  the  great  abundance  of  such  raw  materials  in 
that  region  as  compared  with  the  market  demand  therefor. 

Altogether  it  is  doubtful  whether  the  tangible  property  (including 
working  assets)  after  allowing  for  bonds  exceeded  the  par  of  the  stock. 
However,  the  property  probably  had  a  potential  value  in  excess  of 
these  assets,  which  value  presumably  was  taken  account  of  by  the 
Steel  Corporation.  While  the  removal  of  competition  may  have 
influenced  the  price,  still,  taking  all  the  property  into  consideration, 
the  Bureau  has  deemed  it  reasonable  to  enter  it  at  the  actual  cost. 

Therefore,  as  in  the  case  of  the  Corporation's  estimate  of  1902,  the 
principal  difference  between,  its  figures  and  those  of  the  Bureau  in 
this  compai-ison  for  1907  occurs  in  the  item  of  iron  ore.  Here  the 
valuation  claimed  by  the  Corporation  is,  roughly,  $641,000,000, 
whereas  the  indicated  investment  in  this  property,  as  determined  by 
the  Bureau,  is  only  $120,000,000.  As  repeatedly  pointed  out,  the 
Bureau's  figure  of  investment  in  this  ore  property  is  not  an  expression 
of  the  actual  value  of  that  property  at  the  close  of  1907.  The  Bureau 
has  not  attempted  a  valuation  of  the  ore  property  at  that  time.  A 
very  large  proportion  of  the  available  ore  of  the  Lake  Superior  region 
had  passed  into  the  hands  of  a  very  few  concerns,  and  especially 
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into  the  hands  of  the  Steel  Corporation  itself.  Unquestionably  this 
great  concentration  of  ownership  and  control  had  much  to  do  with 
whatever  appreciation  in  ore  values  may  have  taken  place  since 
1901.  Even  if  a  fair  market  value  of  the  ore  property  in  1907  were 
established,  it  would  so  largely  reflect  the  influence  of  this  concen- 
tration of  ownership  as  to  be  unsatisfactory  for  the  purpose  of  this 
discussion.  It  would  be  practically  impossible  to  measure  and  thus 
to  segregate  the  appreciation  in  ore  valuations  which  has  come  about 
solely  from  the  concentration  of  ownership,  from  that  which  might 
have  occurred  under  more  competitive  conditions.  Therefore,  in- 
stead of  attempting  to  value  this  ore  property,  the  Bureau  has  simply 
presented  a  statement  of  the  aggregate  actual  investment. 

While,  however,  the  Bureau  has  not  attempted  to  make  a  definite 
valuation  of  the  ore  property  of  the  Steel  Corporation  at  the  close  of 
1907,  it  should  be  pointed  out  that  the  value  of  $641,000,000  claimed 
by  the  Steel  Corporation  is  greatly  excessive.  Of  this,  roughly, 
$607,000,000  was  for  ore  (fee  properties  and  leaseholds) — as  dis- 
tinct from  improvements — covering  a  tonnage  of  approximately 
1,182,000,000  tons,  or  an  average  of  51  cents  per  ton.  Convincing 
evidence  that  this  valuation  is  excessive  is  sho^Ti  by  the  actual  cost 
of  additions  to  the  ore  property  since  1901.  The  total  capital  expend- 
itures upon  ore  property  by  the  Corporation  from  April  1, 1901,  to  the 
close  of  1907  before  deducting  depreciation  were  $38,600,000.  Of  this 
total,  approximately  $19,000,000  represents  the  amount  expended 
for  ore,  including  fee  and  leasehold  properties  collectively.  The  total 
additions  to  the  ore  reserves  of  the  Corporation  by  this  expenditure 
(again  taking  leaseholds  and  fee  properties  collectively)  were  certainly 
several  hundred  million  tons;  this  not  including  the  "  Hill "  ore,  which 
the  Steel  Corporation  itself  did  not  include  as  an  asset  in  its  appraisal 
(except  for  certain  expenditures  for  development  work  and  advanced 
royalties) .  The  exact  amount  added  can  not  be  stated  because  large 
additions  to  the  estimated  total  have  been  made  by  proving  up  ore 
land  owned  in  1901. 

It  is  worth  noting,  incidentally,  that  this  valuation  of,  roughly,  51 
cents  per  ton  at  the  close  of  1907  compares  with  a  valuation  in  the 
Hodge  suit  in  1902  of  $1  per  ton.  Since  there  had  been  some  apprecia- 
tion in  ore  values  during  this  interval,  the  1902  estimate,  it  will  be 
seen,  is  very  thoroughly  discredited  by  the  Corporation's  own  figures 
of  1907. 

Therefore  the  average  cost  per  ton  of  the  ore  acquired  since  1901, 
again  taking  fee  and  leaseholds  collectively,  was  only  a  few  cents, 
whereas,  as  just  shown,  the  total  value  claimed  by  the  Steel  Corpora- 
tion indicated  an  average  of  over  50  cents  a  ton.  While  the  original 
cost  of  a  mining  property  is  not  a  reliable  indication  of  its  value  sub- 
sequently, it  is  impossible  to  accept  an  average  valuation  of  as  much 
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as  50  cents  per  ton  for  the  ore  of  the  Steel  Corporation,  in  view  of 
the  low  actual  cost  of  the  enormous  quantity  acquired  during  this 
period.  There  is  no  satisfactory  explanation  why  ore,  which,  for 
piirposes  of  purchase  from  outside  concerns,  is  worth  only  a  few  cents 
per  ton  suddenly  becomes  worth  50  cents  by  the  mere  act  of  transfer 
to  the  United  States  Steel  Corporation.  Therefore  the  inevitable 
conclusion  is  that  the  Steel  Corporation's  appraisal  of  1907,  just  as 
its  estimate  in  the  Hodge  suit  in  1902,  placed  an  extravagant  valua- 
tion upon  its  ore  property. 

It  should  be  pointed  out  that  the  bulk  of  the  Steel  Corporation's 
ore  property  in  1907  consisted  of  leaseholds  and  not  ore  in  fee.  For 
the  mining  of  ore  from  such  leaseholds,  the  Corporation  must,  of 
course,  pay  a  royalty.  In  other  words,  for  the  greater  part  of  its 
ore  property  the  Steel  Corporation  merely  had  an  equity  interest  in 
the  ore.  It  is  inconceivable  that  this  equity,  together  with  the  value 
of  the  ore  owned  in  fee,  could  have  been  anything  like  the  total 
valuation  claimed  by  the  Steel  Corporation  in  its  foregoing  appraisal, 
although  this  equity  in  old  leases  had  increased  somewhat  during 
this  period,  owing  to  some  advance  in  the  average  rates  of  royalty 
on  new  leases. 

Great  Noetheen  ore  lease. — As  noted  above  the  Corporation  in 
its  valuation  of  its  property  in  1907,  did  not  enter  anything  for  the 
"value  of  the  Great  Northern  or  "Hill"  ore  lease.  This  lease,  on 
account  of  the  royalties  provided  therein,  has  often  been  referred  to 
as  an  indication  of  the  increased  value  of  Lake  ore'. 

The  Great  Northern  Railway  interests,  which  had  acquired  control 
of  immense  tonnages  of  ore  by  purchase  or  lease  for  the  protection 
of  the  traffic  of  their  railroad,  transferred  the  larger  part  of  these 
holdings  by  lease  to  the  Steel  Corporation  at  the  beginning  of  1907. 
Under  this  lease  the  Steel  Corporation  agreed  to  mine  the  ore  and 
ship  it  over  the  Great  Northern  Railway  and,  substantially,  to  pay, 
for  the  year  1907,  a  royalty  at  the  rate  of  85  cents  per  ton  on  dried 
ore  containing  59  per  cent  iron.  In  each  successive  year  the  royalty 
was  to  be  increased  by  3.4  cents  per  ton.  For  ores  richer  or  leaner  in 
iron  a  sliding  scale  of  royalties  was  provided  which  was  also  subject  to 
the  same  yearly  additions  of  3.4  cents.  Very  high  minimum  ton- 
nages were  also  agreed  upon,  increasing  from  750,000  tons  in  1907  to 
8,250,000  tons  in  1917,  after  which  a  fixed  minimum  of  8,250,000 
tons  was  stipulated.  It  was  provided  that  the  Steel  Corporation 
might  cancel  the  lease  January  1,  1915,  on  giving  2  years'  notice. 

Wliile  the  average  royalty  which  will  actually  be  payable  under 
this  lease  will  depend  on  the  quality  of  the  ore  shipped,  the  indica- 
tions from  the  royalties  paid  on  shipments  up  to  1910,  inclusive,  are 
that  the  average  iron  content  has  not  fallen  very  much  below  the 
59  per  cent  grade  of  ore. 
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A  royalty  of  85  cents  with  annual  increases  of  3.4  cents  is  absolutely 
unprecedented  in  the  Lake  ore  trade.  It  is  true  that  one  or  two 
leases  have  been  made  for  small  and  exceptionally  valuable  ore 
deposits  with  fLxed  royalties  of  $1  per  ton.  The  royalties,  however, 
on  aU  new  leases,  other  than  the  Hill  lease,  which  the  Steel  Corpora- 
tion has  made  from  the  beginnmg  of  1907  to  the  present  time  ap- 
parently will  not  average  over  40  cents  per  ton.  Moreover,  there  is 
no  indication  that  either  the  average  quality  of  the  ore  on  the  Hill 
lease  or  the  costs  of  mining  it  justify  the  payment  of  exceptionally 
high  royalties.  The  royalties  stipulated  in  the  Hill  lease,  therefore, 
were  and  are  still  far  above  the  market  value. 

The  only  reasonable  explanation  of  this  extraordinary  transaction 
is  that  the  Steel  Corporation  desired  to  prevent  this  ore  either  from 
being  mined  and  sold  to  independent  producers,  thus  possibly  depress- 
ing the  price  of  ore,  or  from  being  utilized  by  the  Hill  interests  to 
build  up  a  new  and  dangerous  competitor  in  the  iron  and  steel  busi- 
ness, thus  depressing  the  market  prices  of  iron  and  steel  products. 
The  Steel  Corporation  was  the  only  concern  in  the  iron  and  steel 
business  which  was  strong  enough  financially  and  which  had  a  sufH- 
ciently  large  productive  capacity  even  to  consider  the  taking  over  of 
such  a  large  quantity  of  ore  at  such  a  high  royalty. 

The  Steel  Corporation  expressly  disclaims  any  intention  to  head  oflF 
competition  by  this  lease,  and  asserts  that  it  merely  desired  to 
strengthen  its  ore  reserves.  Whatever  the  motive  for  this  transaction, 
its  practical  effect  was  to  forestall  competition  as  well  as  to  increase 
the  Corporation's  control  of  the  ore  resources  of  the  country.  As 
the  rate  of  royalty  agreed  on  was  greatly  in  excess  of  current  market 
rates  on  ordinary  transactions,  it  is  not  surprising  that  the  Corpora- 
tion made  no  claim  to  an  increase  of  its  assets  on  account  of  this 
lease. 

The  high  royalty  named  in  this  lease,  therefore,  instead  of  being 
indicative  of  a  marked  enhancement  in  ore  values,  is  rather  evidence 
of  the  extent  to  which  the  Steel  Corporation  was  willing  to  go  in  order 
to  prevent  this  ore  from  falling  into  the  hands  of  rival  interests. 

INVESTMENT   OF    STEEL   CORPORATION  AT  THE   CLOSE  OF  1910. 

The  Steel  Corporation  has  made  no  detailed  appraisal  of  its  prop- 
erties since  the  close  of  1907.  The  Bureau's  computation  of  the 
investment  in  the  Corporation's  property  down  to  the  close  of  1910 
is  given  in  the  following  table: 
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INVESTMENT  IN  TANGIBLE  PROPERTY  OF  STEEL  CORPORATION  ON  DECEMBER  31, 
1910,  AS  COMPUTED  BY  BUREAU. 


Description. 


Investment 
1901. 


Net  additions 
1901-1910.1 


Total  invest- 
ment Dec.  31, 
1910. 


Fixed  property  (exclusive  of  Gary  and  Tennessee  Coal, 
Iron  and  Railroad  Company): 

Manufacturing 

Iron  ore 

Coal  and  coke 

Transportation 

Miscellaneous  fixed  property 

Otlier  assets: 

Deferred  charges 

Investments 

Sinking  funds 

Current  assets 


J260, 
100, 


000,000 
000,000 
1,000,000 
,500,000 
1,000,000 

1,088,027 

241,030 

239 

1,224,089 


$133,338,905 
34, 146, 460 
18,426,982 
50,666,406 
2, 741, 012 

13,243,678 

2,128,364 

16,067,666 

101,683,544 


$383,338,905 
134, 145, 450 

98,425,982 
142,166,405 

26,741,012 

15, 331,  706 

2, 369, 394 

16,067,905 

235,907,633 


Total 

Gary  plant  a 

Tennessee  Coal,  Iron  and  Railroad  Company. 
Adjustments  * 


682,053,385 


372,441,006 

69,978,696 

» 59, 446, 368 

3, 063, 694 


1,054,494,391 
69,978,695 
69,446,358 
3,063,594 


Grand  total. 


682,053,386 


604,928,653 


1,186,982,038 


1  As  per  table  on  page  41. 

2  Includes  city  of  Gary  and  railroad  property. 

s  Original  cost  of  fixed  property  and  additions  thereto  since  its  acquisition. 

*  Sundry  adjustments  made  in  the  balance  sheet  without  distribution  by  classes  of  property. 

The  Bureau  has  therefore  computed  the  actual  investment  of  the 
Steel  Corporation  in  its  various  properties  at  the  close  of  1910  at 
$1,186,982,038.  This  compares  with  a  total  valuation  in  April,  1901, 
of  $682,053,385.  In  other  words,  during  the  period  from  AprU,  1901, 
to  December  31,  1910,  the  Corporation  has  made  an  additional  net 
investment  in  its  properties  of  no  less  than  $504,928,653.  Of  this 
amount,  roughly,  $435,000,000  was  virtually  provided  from  earnings 
These  amounts,  it  should  be  noted,  are  over  and  above  the  allowance 
for  ordinary  maintenance  and  repairs  and  for  actual  net  depreciation 
as  given  above  (p.  41). 

This  great  addition  to  the  investment  of  the  Steel  Corporation  has 
eliminated  a  considerable  amount  of  the  "water"  in  the  original 
capitalization  of  the  company.  The  increase  in  the  investment  does 
not,  however,  exactly  measure  the  amount  of  water  or  inflated  capi- 
taUzation  thus  offset,  partly  because  the  capitalization  of  the 
Corporation  has  not  been  the  same.  In  the  first  place,  the  capitali- 
zation has  been  considerably  increased,  particularly  through  the  issue 
of  new  bonds  and  other  forms  of  indebtedness  and  also  through  the 
assumption  of  liabilities  of  several  concerns  which  have  been  ac- 
quired.    On  the  other  hand,  a  part  of  this  increase  has  been  offset  by 


50  THE   STEEL   INDUSTEY. 

the  liquidation  of  a  part  of  the  bonded  indebtedness.  Although  the 
preferred  stock  of  the  Corporation  was  reduced  in  1903  by$150,000,000, 
this  was  accompUshed  only  by  a  corresponding  increase  in  the  bonded 
debt,  by  the  so-called  bond  conversion  plan,  a  severely  criticized 
operation  and  one  involving  certain  objectionable  features,  fully 
discussed  in  the  body  of  the  report.  The  total  net  outstanding 
capitahzation  of  the  Steel  Corporation  on  December  .31,  1910  (includ- 
ing ^\'ith  the  capitahzation  the  purchase-money  obhgations  and  real- 
estate  mortgages,  as  in  previous  instances,  but  excluding  $620,3.52 
par  value  of  stocks  of  subsidiary  companies  not  held  by  United  States 
Steel  Corporation),  was  $1,468,033,260.  The  excess  of  the  capitah- 
zation over  the  indicated  investment  ($1,186,982,038)  was,  therefore, 
$281,051,222,  whereas  at  its  organization  in  1901  the  disparity  be- 
tween the  two  figures  was  $720,846,817.^  It  is  apparent,  therefore, 
that  a  large  part  of  the  water  in  the  capitahzation,  as  it  may  be 
called,  has  been  ehminated. 

The  Steel  Corporation  undoubtedly  would  contend  that  there  was 
not  a  disparity  of  $281,000,000  between  its  capitalization  and  the 
actual  value  of  its  property  at  the  close  of  1910.  Indeed,  the  Steel 
Corporation  in  its  balance  sheet  of  December  31,  1910,  claimed  total 
assets  (after  deduction  of  current  liabilities)  of  approximately 
$1,693,000,000,  or,  roughly,  $225,000,000  over  and  above  the  out- 
standing capitalization  as  above  stated.  Of  this  excess  $164,000,000 
was  surplus  and  the  balance  sundry  reserves.  This  balance  sheet 
valuation,  it  will  be  seen,  is  about  $500,000,000  in  excess  of  the 
investment  as  computed  by  the  Bureau. 

The  Steel  Corporation  in  defending  its  1910  book  valuation 
undoubtedly  would  rely  in  the  main  upon  two  considerations — ^first, 
that  there  has  been  an  appreciation  in  its  natural  resources,  par- 
ticularly ore,  and  second,  that  there  is  a  so-called  "merger  value" 
attaching  to  its  properties  because  of  their  combination  and  coordina- 
tion under  a  single  control. 

So  far  as  the  ore  is  concerned,  there  has  been  no  such  marked 
appreciation  as  the  Steel  Corporation  claims.  Moreover,  a  con- 
siderable pait  of  whatever  actual  appreciation  has  occurred  in  ore 
values  undoubtedly  is  due  to  the  rapid  concentration  of  ore  property 
in  the  hands  of  a  comparatively  few  interests,  and  especialh"  in  the 
hands  of  the  Steel  Corporation  itself. 

With  respect  to  "merger  value,"  it  is  probably  true  that  the 
various  properties  acquired  by  the  Steel  Corporation,  taken  together 
with  the  organization  of  this  company  as  a  going  concern,  do  have 
a  value  in  excess  of  the  sum  of  their  values  as  separate  entities.  The 
coordination  and  integration  made  possible  by  the  combination  of 
such  properties  under  a  single  control  undoubtedly  tend  to  reduce 
costs  either  through  economies  or  through  removing  the  necessity 

iln  arriving  at  this  figure  the  investment  in  1901  was  talcen  at  the  round  sum  of  S6S2  000  000     rSee 
p.  37.) 
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of  paying  profits  to  others.  Further,  in  so  far  as  the  concentration 
of  the  industry  under  the  control  of  a  single  concern  gives  to  it 
a  monopoUstic  power  over  production  and  prices,  this  may  result 
in  an  increase  ia  its  earning  power  and  consequently  in  an  increase 
in  its  value  as  a  going  concern.  This  involves,  however,  the  reduc- 
tion of  actual  or  potential  competition.  Indeed,  much  of  what  is 
ordinarily  termed  merger  value,  in  so  far  as  it  exists,  is  to  a  greater 
or  less  degree  a  monopolistic  value.  To  allow  a  single  company, 
which  has  secured  the  bulk  of  a  given  industry,  credit  for  such  mer- 
ger value,  as  a  basis  on  which  to  earn  profits,  raises,  therefore,  a  ques- 
tion of  far-reaching  public  poUcy.  In  the  absence  or  ineffectiveness 
of  competition,  either  actual  or  potential,  earnings  might  be  ob- 
tained which,  if  capitahzed  at  an  ordinary  rate  of  profit,  would  give  a 
value  or  capitaHzation  greatly  in  excess  of  the  real  investment.  To 
regard  a  valuation  so  arrived  at  as  justifying  such  profits  under  these 
conditions  would  be  reasoning  in  a  circle,  because  the  real  question  is 
whether  the  profits  themselves,  used  to  determine  the  capitalization, 
were  reasonable.  For  the  reasonableness  of  profits,  only  two  criteria 
are  practically  available,  namely,  first,  the  existence  of  free  and 
fair  competition,  and,  second,  the  rate  of  profit  on  the  actual  invest- 
ment. Of  these  two  criteria  the  second  is  the  only  practicable 
one  available,  where  competition  is  not  effective.  Therefore  both 
because  of  the  vital  issue  involved,  as  well  as  because  of  the  prac- 
tical consideration  of  estabhshing  an  investment  which  shall  permit 
of  intelligent  discussion  of  profits,  the  Bureau,  while  admitting  there 
is  an  element  of  merger  value  in  a  going  concern,  either  from  great 
concentration  of  control,  monopolistic  power,  or  other  influences, 
has  made  no  addition  therefor  to  the  investment  of  the  Steel 
Corporation. 

PROFITS  OF  THE  STEEL  CORPORATION. 

The  profits  earned  upon  the  investment  of  the  Steel  Corporation, 
as  computed  by  the  Bureau,  have  averaged  12  per  cent  for  the 
entire  period  from  1901  to  1910.  The  extreme  range  was  from  7.6 
per  cent  in  1904  to  15.9  per  cent  in  1902. 

In  making  a  comparison  of  profits  with  investment,  certain  revi- 
sions of  the  profit  statements  as  published  by  the  Corporation  in  its 
reports  were  necessary  to  conform  to  the  revisions  made  by  the  Bureau 
in  the  investment.  Thus,  as  the  Bureau  has  considered  the  invest- 
ment as  a  whole  and  not  merely  the'  equity  over  and  above  bonded 
indebtedness,  the  total  earnings  on  that  investment,  before  payment 
of  interest  on  such  indebtedness,  should  be  used;  that  is  to  say,  the 
problem  is  to  determine  what  the  investment  as  computed  by  the 
Bureau  has  actually  earned  and  not  how  the  return  on  that  invest- 
ment has  been  distributed  among  the  different  security  holders. 


52  THE   STEEL  INDXJSTEY. 

Therefore,  the  Bureau  did  not  deduct  interest  charges  from  the  earn- 
ings as  reported  by  the  Corporation.  The  usual  operating,  adminis- 
trative, and  general  expenses  were,  of  course,  deducted,  and  also 
taxes,  in  accordance  with  the  usual  practice  of  corporations. 

Moreover,  the  Bureau  did  not  deduct  certain  locked-up  inventory 
profits,  so  called;  that  is,  intercompany  profits  on  sales  of  mate- 
rials between  subsidiary  companies,  which  have  not  been  realized  by 
final  sale  to  outside  interests.  Such  locked-up  inventory  profits  nre 
tentatively  deducted  from  the  earnings  in  the  profit  statements  of  the 
Corporation  but  are  carried  as  a  suspended  surplus.  While  the  treat- 
ment of  this  item  is  debatable,  it  appeared  to  the  Bureau  reasonable 
not  to  deduct  such  locked-up  profits.  Even  assuming  that  a  large 
part  of  these  inventories  were  to  be  sold  at  figures  which  would  fail  to 
realize  these  provisional  profits,  on  the  other  hand  the  Corporation 
probably  would  stock  up  again  with  low-cost  inventories  on  which 
there  would  subsequently  be  an  offsetting  profit.  It  is  a  fair  pre- 
sumption that  the  bulk  of  these  locked-up  profits  will  eventually  be 
realized. 

The  Bureau  has  also  revised  the  profit  statements  of  the  Corpora- 
tion by  readjustment  of  depreciation  charges.  As  shown  above,  in 
discussing  the  investment,  a  portion  of  the  amounts  provisionally 
set  aside  by  the  subsidiaries  of  the  Corporation  for  depreciation 
really  were  excessive,  judged  from  the  standpoint  of  investment  as 
computed  by  the  Bureau,  representing  either  unnecessary  provisions 
or  else  amounts  which  were  directly  applied  to  caj)ital  additions  to  the 
property.  The  aggregate  of  these  excess  provisions  during  the  period 
from  1901  to  1910  was  approximately  $38,000,000.  This  amount  has 
therefore  been  restored  by  the  Bureau  (properly  distributed  by  years) 
to  the  ])rofits  as  shown  by  the  Corporation's  reports.  (That  portion 
expended  in  additions  to  the  property  has  also  been  included  in  the 
investment.)  The  amounts  written  off  from  surplus  by  the  Corpora- 
tion itself  to  offset  inflation  of  capitalization  have  not,  of  course,  been 
deducted,  since  these  have  no  bearing  whatever  upon  the  true  depre- 
ciation of  the  property  nor  upon  the  true  earning  power  of  the 
Corporation. 

There  are  one  or  two  other  items  concerning  which  there  might  be 
some  difference  of  opinion,  as,  for  instance,  the  amounts  set  aside 
each  year  to  provide  for  the  issuance  of  stock  on  a  profit-sharing 
basis  to  employees  of  the  Corporation.  Since,  however,  it  might  be 
argued  that  the  amounts  thus  set  aside  really  were  equivalent  to 
^additional  wages,  and  since  they  have  been  deducted  from  the  gross 
earnings  by  the  Corporation  itseH,  the  Bureau  has  allowed  these 
deductions  to  stand. 

The  net  result  of  the  revisions  made  by  the  Bureau  in  the  profit 
statements  of  the  Corporation  on  account  of  these  various  items  is 
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indicated  by  the  following  table,  which  shows  the  net  earnings  as 
reported  by  the  Corporation  (these  being  the  earnings  before  deduct- 
ing interest  on  bonds  of  the  United  States  Steel  Corporation  itself, 
and  sinking-fund  provisions  on  such  bonds,  but  after  allowing  for 
sinking-fund  provisions  on  bonds  of  subsidiary  companies,  which  are 
in  the  main  regarded  as  representing  actual  depreciation  of  property) , 
together  with  the  amounts  restored  or  added  by  the  Bureau,  and  the 
finally  adjusted  total: 

ACTUAL  EARNINGS  OF  STEEL  CORPORATION  ON  ITS  TOTAL  INVESTMENT,  AS  COM- 
PUTED BY  BUREAU,  1901-1910. 


Net  eamiriKS, 

as  shown  by 

annual  reports. 

Adjustments 

by  Corporation 

in  sundry 

accounts. 

Amounts  restored  to  earnings  by  Bureau. 

Year. 

Interest  on 
bonds,  mort- 
gages, and 
purchase- 
money  obli- 
gations of 
subsidiary 
companies. 

Locked-up 

profits  in 

inventories. 

Excessive 
depreciation 
allowances. 

Total  adjusted 
earnings. 

1901 1 

$75,006,230.89 
108,534,374.26 

83,676,786.51 
< 57, 791, 196. 80 

96,432,695.93 
125,966,938.13 
133,244,929.28 

74,882,529.11 
107,773,099.96 
116,738,157.80 

2$4,600,000.00 
6,113,584.34 
6,663,861.06 
6,673,146.54 
6,710,214.73 
6,561,478.70 
6,492,195.42 
7,401,205.18 
7,887,178.18 
7,263,453.66 

(•) 

(') 

(») 
-51,254,336.48 
6,307,189.83 
2,739,403.74 
9,744,692.51 
426,983.85 
2,617,395.54 
2,751,307.08 

-$1,765,000.00 
8,062,272.00 
9,354,851.00 

-      631,165.00 
3,480,088.00 
8,216,388.00 
6,616,672.00 
1,688,643.00 
1,981,460.00 
1,281,348.00 

$77, 741, 230. 89 

1902 

1903 

1904 

1906 

1906 

1907 

1908 

1909 

1910 

-$1,207,886.84 

-  5,427,640.33 
+      413,108.34 

-  99,253.78 

-  90,501.19 

-  681,515.52 
+      394,034.59 
+      548,446.08 

-  818,182.64 

121,502,343.75 
94,156,958.24 
62,491,960.20 
112,830,834.71 
143,393,707.38 
156,416,873.69 
84,793,295.73 
120,807,578.76 
127,216,083.90 

Total . 

980,045,838.66 

-  7,369,292.29 

66,056,317.81 

23,332,636.07 

38,285,357.00 

1,100,360,867.25 

1  Nine  months. 

2  Approximated;  this  amount  never  computed  by  the  Corporation. 

'  In  these  years  these  inventory  profits  were  not  deducted  by  the  Corporation  and  hence  need  not 
be  restored. 

<  After  deducting  employees'  bonus  fund,  which  in  this  year  was  taken  out  after  stating  net  earnings, 
but  which  in  other  years  is  deducted  before  determining  the  net  earnings. 

In  the  following  table  the  yearly  earnings  as  thus  computed  by  the 
Bureau  are  compared  with  the  revised  investment. 
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COMPARISON  OF  INVESTMENT  OF  STEEL  COEPOEATION,  WITH  TOTAL  EARNINGS 
THEREON,  AS  ADJUSTED  BY  BUREAU,  YEARLY,  1901-1910. 


Year  ended  Dec.  31 — 

Total  inve^it- 
ment  in  tan- 
gible property. 

Earnings  as  adjusted  by 
Bureau. 

Amount. 

Per  cent. 

19011 

$698,869,756 

763,574,919 

806,615,979 

818,238,143 

874,840,920 

947,3^7,884 

1,078,763,602 

1,090,425,487 

1,146,875,993 

1,186,982,038 

1177,741,231 
121,502,344 
94,156,958 
62,491,950 
112,830,835 
143,393,707 
155,416,873 
84,793,296 
120,807,579 
127,216,084 

1902 

16.9 
11.7 

7.6 
12.9 
15.1 
14  4 

7.8 
10.5 
10.7 

1903 

1904 

1905 

1906 

1907 

1908 

1909 

1910 

Total 

1,100,350,857 
« 112, 856, 498 

Average ' 

941,258,472 

12.0 

1  Nine  months,  April  to  Decenfber;  investment  includes  additions  during  this  period. 

2  Indicated  rate  per  annum  based  on  actual  earnings  for  nine  months. 
'  Average  yearly  profits  for  nine  and  tliree-fourths  years. 

As  already  stated,  the  average  for  the  period  from  April  1,  1901, 
to  December  31,  1910,  is  12  per  cent.  The  average  rate  for  the  first 
four  and  three-fourths  years  was  12.5  per  cent,  as  against  11.6  per 
cent  in  the  five  years  from  1906  to  1910.  Therefore,  in  so  far  as  any 
tendency  may  be  noted,  it  is  toward  a  lower  rate  of  profit  in  recent 
years. 

The  table  shows  that  in  the  years  1904  and  1908,  which  were  years 
of  rather  marked  depression  in  the  iron  and  steel  business,  the  rate  of 
profit  of  the  Steel  Corporation  fell  to  7.6  per  cent  on  the  investment 
in  1904  and  7.8  per  cent  in  1908,  as  compared  with  a  maximum  profit 
of  over  15  per  cent  in  1902  and  1906.  Prior  to  the  formation  of  the 
Steel  Corporation  and  other  large  censolidations,  the  iron  and  steel 
industry  was  noted  for  violent  changes  in  the  rate  of  profit,  the  indus- 
try, indeed,  having  been  aptly  termed  either  "prince  or  pauper." 
This  table  shows  that  so  far  as  the  Steel  Corporation  is  concerned  the 
business,  although  still  subject  to  marked  fluctuations  in  profits,  has, 
even  in  the  most  depressed  years  of  this  period,  shown  a  substantial 
return  on  the  actual  investment. 

It  should  be  pointed  out  that  an  average  rate  of  12  per  cent  for 
a  concern  of  the  size  of  the  Steel  Corporation,  which  embraces  more 
than  one-half  of  the  entire  iron  and  steel  industry  of  the  country, 
has  a  very  different  significance  than  the  same  rate  in  the  case  of  a 
relatively  small  concern.  WhDe  exceptionally  efficient  or  fortunate 
concerns  in  the  steel  business  may  earn  rates  in  excess  of  this  average, 
on  the  other  hand  a  great  many  of  the  less  efficient  companies  undoubt- 
edly earn  very  much  smaller  rates,  whUe  in  some  instances  the  business 
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is  conducted  at  a  loss.  Therefore,  an  average  rate  of  12  per  cent 
for  over  one-half  of  the  entire  steel  business  of  the  country  is  much 
more  significant  than  the  same  rate  or  even  a  larger  rate  for  a  com- 
paratively small  concern.  It  probably  means  that  the  return  on  a 
considerable  proportion  of  the  business  of  the  country,  which  under 
more  competitive  conditions  and  more  scattered  ownership  would  be 
conducted  at  a  lower  rate  of  profit,  has  been  considerably  increased. 

It  may  also  be  noted  that  the  investment  includes  a  large  amount 
of  idle  property,  particularly  unimproved  ore  reserves,  which,  of 
course,  tends  to  reduce  the  rate.  However,  the  investment  in  un- 
developed iron-ore  property  as  computed  by  the  Bureau  is  not  so 
great  as  to  very  materially  affect  the  rate  of  profit.  Neverthelessnt 
is  worth  emphasizing  that  the  rate  of  profit  here  given  includes  not 
only  the  iron  and  steel  industry  proper,  but  also  the  iron-ore  mining 
industry.  Prior  to  the  era  of  consolidation  the  latter,  to  a  large 
extent,  was  distinct  from  the  manufacture  of  iron  and  steel,  and 
under  the  scattered  ownership  of  iron-mining  properties  then  pre- 
vailing profits  generally  are  understood  to  have  been  comparatively 
low,  on  the  average.  Under  present  conditions  in  the  iron  and  steel 
industry,  however,  the  Lake  iron-ore  industry  is  one  of  the  most 
profitable  branches  of  the  business.  This  factor  should  be  considered, 
therefore,  in  comparing  the  profits  of  the  iron  industry  at  the  present 
time  with  those  obtained  under  the  different  conditions  formerly 
prevailing. 

The  rate  of  earnings  on  the  investment  of  the  Steel  Corporation  as  n 
computed  by  the  Bureau  is,  of  course,  considerably  larger  than  the 
rate  of  net  profit  upon  the  capitalization,  as  indicated  by  the  annual 
reports  of  the  Corporation,  because  the  investment  as  established  by 
the  Bureau  is  very  much  less  than  the  capitalization.     The  rate  of 
12   per  cent  here   given,  it  should  be   clearly  understood,  covers 
the   entire   investment   in   the   property,  whether   represented  by 
capital  stock  or  bonded  debt.  ^This  rate  of  earnings  on  the  totah 
true   investment  understates  the  rate  which  accrues  to  the  bene-1 
fit  of  the  Steel  Corporation   (or  the  stockholders  as  distinguished  I 
from  the  stockholders  and  bondholders  combined)  on  that  part  of  I 
the  true  investment  which  may  be  considered  as  represented  by  the 
capital  stock.     That  is  to  say,  if  that  part  of  the  true  investment 
for  which  bonds  were  issued  were  deducted  from  the  total  true  in- 
vestment, and  a  corresponding  amount  of  bond  interest  at  the  rates 
paid  by  the  Corporation  were  deducted  from  the  earnings,  then  a  \ 
comparison  of  the  remainder  of  the  investment  with  the  remainder  ) 
of  the  earnings  would  indicate  a  considerably  higher  average  profit  / 
than  12  per  cent.     Such  a  computation,  however,  can  not  be  made  in 
a  definite  or  satisfactory  manner,  particularly  because  the  original 
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bond  issues  of  the  Corporation  did  not  correspond  with  the  true  value  of 
the  property  for  which  they  were  issued.  Therefore,  to  deduct  them 
from  the  true  investment  would  leave  an  unduly  low  remainder  for  the 
capital  stock  and  unfairly  exaggerate  the  rate  of  profit  on  that  part 
of  the  true  investment  which  may  be  considered  as  contributed  by 
the  stockholders. 

Hence  the  Bureau  does  not  attempt  to  give  in  definite  figures  the 
rate  of  profit  earned  by  the  Steel  Corporation  on  the  true  investment 
represented  by  its  capital  stock,  but  merely  calls  attention  to  the  fact 
that  the  rate  of  profit  above  shown  is  not  the  rate  earned  on  that  part 
of  the  true  investment  which  may  be  considered  as  contributed  by 
the  stockholders,  but  a  lower  rate  earned  on  the  total  true  investment 
and  accruing  to  the  stockholders  and  bondholders  combined. 

POSITION  OF  STEEIi  COEPOBATION  IN  THE  INDUSTRY. 

The  Steel  Corporation,  despite  its  great  size,  is  not  exempt  from 
competition.  Indeed,  the  evidence  on  the  whole  indicates  that  com- 
petition in  the  industry  has  steadily  been  increasing.  Notwithstand- 
ing the  great  additions  made  by  the  Corporation  to  its  properties  from 
earnings  and  the  acquisition  of  several  important  competing  concerns, 
its  proportion  of  the  business  in  nearly  everj'  important  product  ex- 
cept pig  iron  and  steel  rails  is  less  than  it  was  in  1901.  This  is  shown 
by  the  following  table  of  percentages  compiled  by  the  Corporation 
from  its  own  figures  in  connection  with  data  gathered  by  the  American 
Iron  and  Steel  Association: 

PROPOETIONS  OF  OUTPUT  OF  PRINCIPAL  IRON  AND  STEEL  PRODUCTS  PRODUCED 
BY  UNITED  STATES  STEEL  CORPORATION  AND  BY  INDEPENDENT  COMPANIES, 
RESPECTIVELY,  IN  1901  AND  1910. 


Products. 


steel  Corporation's 
percentages. 


Independent  com- 
panies'   percent- 


Pig  Iron,  Spiegel,  and  ferro 

steel  ingots  and  castings 

Rails 

Structural  shapes 

Plates  and  sheets  of  all  lands  i 

Blaclc  plate  produced  in  tin  mills 

Coated  tin-mlU  products 

Black  and  coated  sheets  produced  in  sheet  mills 

Wire  rods 

Wire  nails 

Wrought  pipe  and  tubes  > 

Seamless  tubes  2 


43.2 
65.7 
69.8 
62.2 
64.6 
79.8 
73.1 
67.3 
77.7 
68.1 
57.2 


43.4 
64.3 
68.9 
•47.0 
■49.7 
52.9 
61.1 
38.9 
67.3 
55.5 
38.2 
55.3 


56.8 
34.3 
40.2 
37.8 
35.4 
20.2 
26.9 
32.7 
22.3 
31.9 
42.8 
17.2 


66.6 
45.7 
41.1 
5  53.0 
S60.3 
47.1 
38.9 
61.1 
32.7 
44.5 
61.8 
44.7 


'Includes  sheets  for  tinning,  galvanizing,  and  other  coatings, 
s  These  percentages  are  based  on  capacity  and  not  production.    Tlie  capaci  ty  of  independent  companies 
is,  moreover,  partly  estimated. 
'  For  1909;  figures  lor  1910  not  available, 
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The  Steel  Corporation  did  not  compute  its  percentage  of  the  ore 
production  of  the  country.  Its  proportion  of  the  production  of 
Lake  Superior  ore,  such  ore  being  practically  the  basis  of  the  steel 
industry  (arrived  at  by  comparing  the  known  production  of  the 
Steel  Corporation  with  the  total  production  as  estimated  by  the 
Geological  Survey),  fell  from  60.6  per  cent  in  1901  to  51.6  per  cent 
in  1909  (figures  for  1910  not  being  available). 

This  table  shows  that  whereas  the  Steel  Corporation  in  1910  had 
fully  maintained  the  share  of  the  country's  total  production  of  pig 
iron  which  it  held  in  1901,  its  proportions  of  the  production  of  nearly 
aU  steel  products  had  declined,  and  in  most  cases  sharply  declined. 
The  only  important  exception  was  steel  rails.  The  maintenance  of 
its  proportion  here  is  chiefly  due  to  the  erection  of  a  very  large  rail 
miU  at  the  new  Gary  plant  and  to  the  acquisition  of  the  Tennessee 
Coal,  Iron  and  Kailroad  Company,  which  had  a  considerable  steel 
rail  production. 

Taking  the  production  of  steel  ingots  and  castings  as  a  basis  it  will 
be  seen  that  the  Steel  Corporation's  percentage  of  the  total  fell  from 
65,7  per  cent  in  1901  to  54.3  per  cent  in  1910.  This  figure,  perhaps, 
is  the  best  single  criterion  by  which  to  judge  the  change  in  the  Corpo- 
ration's position  in  the  steel  industry  from  a  producing  standpoint. 
It  will  be  seen  that  the  Corporation's  proportions  of  production  of 
black  plate,  coated  tin  mill  products,  and  black  and  coated  sheets, 
fell  off  to  a  very  marked  extent,  which  indicates  that  competition 
has  been  particularly  active  in  these  branches.  Its  share  of  the  pro- 
duction of  wrought  pipe  and  tubes  and  of  seamless  tubes  likewise 
fell  off  very  heavily.  In  wire  products  the  Corporation  has  main- 
tained its  relative  position  rather  better,  but  even  in  these  there  has 
been  a  marked  recession  in  the  percentages  of  the  business  done. 

It  should  be  noted  that  the  decline  in  the  production  shown  by  this 
comparison  of  the  1901  and  1910  percentages  was  practically  con- 
tinuous for  most  products  throughout  the  entire  period.  Hojvever, 
the  actual  output  of  the  Corporation  has  shown  a  very  great  increase. 
For  example,  the  Steel  Corporation's  production  of  crude  steel  ingots, 
which  is  typical  of  its  total  business,  increased  from  9,743,918  tons  in 
1902  (the  first  full  year  of  operations)  to  14,179,369  tons  in  1910,  an 
increase  of  45.5  per  cent. 

While,  however,  these  statistics  clearly  show  the  existence  of  active 
competition  in  production,  it  should  be  clearly  pointed  out  that 
such  competition  has  not  been  so  evident  with  respect  to  prices, 
where  it  has  been  materially  modified  by  the  existence  of  a  price 
pohcy  described  as  "  cooperation."  This  will  be  discussed  in  a  later 
part  of  the  report. 
4525°— 11 6 
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While  the  Corporation's  proportion  of  the  production  of  both  raw 
materials  and  finished  products  thus  shows  a  marked  decrease  the 
proportions  given  do  not  fairly  represent  the  true  position  of  the 
Corporation  in  the  industry  as  a  whole.  In  iron  ore,  in  particular, 
the  Steel  Corporation  undoubtedly  occupies  a  dominating  position. 
The  Corporation's  holdings  of  what  are  now  regarded  as  commercially 
available  ores  exceed  those  of  all  other  iron  and  steel  interests  com- 
bined. It  should  be  clearly  understood  that  the  ores  of  the  Lake 
Superior  region  substantially  form  the  basis  of  the  steel  production  of 
the  country  at  the  present  time.  While  the  Steel  Corporation  has 
very  extensive  holdings  of  ore  elsewhere,  the  great  bulk  of  its  ore 
holdings  are  in  the  Lake  Superior  district.  In  1907  the  holdings  of 
the  Steel  Corporation  in  Minnesota,  which  State  includes  the  Mesabi 
and  Vermilion  ranges,  according  to  a  carefully  prepared  schedule  of 
the  Minnesota  Tax  Commission,  amounted  to  about  913,000,000  tons, 
or  76  per  cent  of  the  total  ore  deposits  for  the  State. 

The  Corporation's  proportion  for  the  whole  Lake  Superior  region, 
including  the  old  ranges  in  Michigan,  is  apparently  about  the  same. 
Authoritative  data  submitted  to  the  Senate  Finance  Committee  in 
1909  by  a  prominent  uon  manufacturer  with  the  Steel  Corpora- 
tion's consent  showed  that  the  Corporation  itself  then  reckoned 
on  about  1,625,000,000  tons  of  Lake  ore,  of  which  1,258,000,000 
tons  was  of  the  current  commercial  stan4ard.  An  estimate  of  a 
prominent  mining  engineer,  submitted  to  the  Finance  Committee 
at  the  same  time,  placed  the  total  reserves  of  Lake  ore  of  the  com- 
mercial standard  at  about  1 ,600,000,000  tons.  On  this  basis,  therefore, 
the  Steel  Corporation  would  have  had  over  75  per  cent  of  the  total 
commercially  available  ore  in  the  entire  Lake  Superior  region.  Of 
course,  the  ideas  of  the  consulting  engineer  and  those  of  the  Steel 
Corporation's  experts  as  to  what  were  commercially  available  ores 
may  have  differed  somewhat,  but  it  is  not  likely  that  the  proportion 
of  ore  .controlled  by  the  Steel  Corporation  as  shown  by  these  two 
estimates  is  too  high,  because  both  of  these  statements  were  sub- 
mitted by  the  manufacturer  in  question  together  with  extensive 
data  for  other  ore  supplies  in  the  United  States  for  the  avowed  pur- 
pose of  proving  that  the  proportion  of  the  ore  supply  controlled  by 
the  Steel  Corporation  was  less  than  85  per  cent  of  the  total  supply. 
In  1908  the  commercially  available  ore  of  the  Lake  Superior  region, 
as  computed  by  the  United  States  Geological  Survey,  for  the  Con- 
servation Commission,  was  3,500,000,000  tons,  but  the  iron  content 
assumed  as  a  basis  for  available  ore  was  considerably  lower  than  in 
the  two  preceding  estimates,  thus  ^eatly  increasing  the  total  quan- 
tity. This  and  other  evidence  indicates  that  the  Survey  estimate 
is  not  fairly  comparable  with  that  of  the  Corporation. 
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In  this  connection  it  may  be  stated  that  the  chairman  of  the  Steel 
Corporation,  in  his  testimony  before  the  Ways  and  Means  Committee 
in  1908,  admitted  that  the  Corporation  had  control  of  the  ultimate 
ore  supply  of  the  whole  country.  Later,  however,  in  1911,  in  tes- 
timony before  a  special  committee  of  the  House  of  Representatives, 
he  materially  modified  that  statement. 

In  discussing  the  Corporation's  position  in  the  ore  industry  account 
must  be  taken  of  the  fact  that  new  discoveries  of  ore  are  constantly 
being  made,  and  also  that  when  somewhat  lower  grades  of  ore  become 
commercially  available  the  total  reserve  will  be  greatly  increased. 
The  use  of  ore  of  much  lower  grade  involves,  however,  much  higher 
costs  of  production,  so  that  any  concern  which  has  substantial  con- 
trol of  the  best  grades  of  ore  would  under  such  circumstances  be  in  a 
position  to  obtain  an  enormous  increase  in  profits.  Taking  condi- 
tions as  they  are  to-day,  there  can  be  no  doubt  that  the  Steel  Cor- 
poration has  control  of  the  great  bulk  of  the  commercially  available 
ores  of  the  Lake  Superior  district,  its  proportion  probably  being 
about  three-fourths  of  the  total.  In  addition,  of  course,  it  has  there 
a  large  amount  of  low-grade  ore,  as  well  as  immense  deposits  in  the 
South.  The  Corporation's  total  ore  holdings  may  be  conservatively 
placed  at  more  than  2,500,000,000  tons. 

The  system  of  leasing  ore  mines,  as  employed  in  the  Lake  region, 
is  important  in  this  connection.  A  very  large  part  (approximately 
two-thirds  in  1910)  of  the  Corporation's  total  holdings  in  the  Lake 
region  is  held  by  lease.  Frequently  there  is  no  initial  investment  in 
such  leaseholds,  and  even  where  a  bonus  is  paid  it  is  usuaUy  small, 
while  the  minimum  tonnage  on  which  royalty  must  be  paid,  whether 
mining  operations  are  conducted  or  not,  is  generally  unimportant. 
The  HiU  lease  is,  of  course,  as  above  shown,  a  very  marked  exception 
in  the  last  respect. 

It  will  be  seen,  therefore,  that  this  ore-leasing  system,  where  there 
is  no  limit  placed  on  the  number  of  leases  that  can  be  combined 
under  a  single  interest,  greatly  f acihtates  the  gathering  in  by  a  great 
concern  hke  the  Steel  Corporation  of  a  vast  amount  of  ore  reserves, 
far  in  advance  of  any  commercial  need  for  them.  This  not  only 
prevents  others  from  getting  such  property  but  also  secures  to  such 
a  concern  the  benefit  of  any  appreciation  in  value  which  may  come 
about  either  from  natural  causes  or  as  a  result  of  this  very  con- 
centration of  ownership.  Obviously,  a  system  which  thus  lends 
itself  to  such  marked  concentration  of  ore  property  for  many  years 
in  advance  (a  common  term  of  lease  being  fifty  years),  at  a  com- 
paratively small  cost,  involves  questions  of  the  highest  pubHc 
importance.  It  might  be  said  that  the  lease  system  as  thus  applied 
in  the  Lake  ore  region  really  affords  an  opportunity  for  a  wealthy 
interest  to  attempt  a  corner  in  ore  reserves  on  what  is,  in  effect,  a 
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margin  basis.  Of  course,  in  such  extensive  acquisitions  there  is  a 
decided  speculative  risk,  just  as  in  similar  efforts  to  control  com- 
modity markets,  particularly,  the  possibihty  of  the  discovery  of 
available  deposits  elsewhere,  or  new  methods  of  mining  which  may 
render  what  are  now  nonavailable  ores  available  for  present  com- 
mercial purposes. 

The  dominating  position  in  the  ore  industry  enjoyed  by  the  Steel 
Corporation  through  this  great  ownership  of  ore  reserves  is  heightened 
because  of  its  very  marked  degree  of  control  of  the  transportation  of  ore 
in  the  Lake  Superior  district.  The  Corporation  owns  two  of  the 
most  important  ore  railroads,  the  Duluth  and  Iron  Range  Railroad 
and  the  Duluth,  Missabe  and  Northern  Railway.  The  ore  rates  on 
these  railroads  are  about  1  cent  per  ton-mile.  Their  operating 
expenses  are  very  low,  that  of  the  Duluth,  Missabe  and  Northern  in 
1910  being  below  30  per  cent  of  gross  earnings  as  against  an  average 
of  66  per  cent  for  all  the  railroads  of  the  country.  The  net  earnings 
of  these  ore  railroads,  which  are  chiefly  from  the  ore  traffic,  are  phe- 
nomenal. This  has  the  practical  effect  of  reducing  the  Steel  Cor- 
poration's net  cost  of  ore  to  itself  at  upper  Lake  ports  and,  on  the 
other  hand,  of  increasing  that  cost  to  such  of  its  competitors  as  are 
dependent  upon  the  Corporation's  railroads  for  transportation. 

Hence,  not  only  on  account  of  its  great  holdings  of  ore  but  also  on 
account  of  these  peculiar  advantages  enjoyed  in  the  transportation 
of  the  ore  the  Steel  Corporation  occupies  an  extremely  commanding 
position  in  the  iron  and  steel  industry.  Indeed,  in  so  far  as  the  Steel 
Corporation's  position  in  the  entire  iron  and  steel  industry  is  of 
monopolistic  character  it  is  chiefly  through  its  control  of  ore  holdings 
and  the  transportation  of  ore. 


CHAPTEE  I. 
THE  CONSOLIDATION  MOVEMENT  IN  THE  STEEL  INDUSTKY. 

Section  1.  Purpose  and  scope  of  the  investigation. 

The  Bureau's  investigation  of  the  iron  and  steel  industry  has  been 
concerned  witli  questions  of  organization,  capitalization,  investment 
and  profits,  prices  and  price  control,  and  costs. 

As  a  result  of  the  era  of  consolidation  which  marked  the  close  of 
the  nineties,  the  greater  part  of  the  iron  and  steel  industry  of  the 
country  was  transferred  from  a  large  number  of  actively  c-ompeting 
and  generally  small  concerns  to  a  few  large  companies,  more  than 
one-half  of  the  industry,  indeed,  being  finally,  in  1901,  merged 
under  the  control  of  a  single  organization,  the  United  States  Steel 
Corporation.  Such  centralization  of  this  great  basic  industry  of  the 
country  necessarily  involves  considerations  of  utmost  importance  to 
the  public  welfare.  This  centralization  has  an  especial  significance, 
because  it  has  resulted  in  concentrating  the  ownership  of  one  of  the 
most  important  natural  resources  of  the  country — ^iron  ore. 

This  consolidation  of  the  iron  and  steel  industry  was  accompanied 
by  a  great  increase  in  total  capitalization.  It  may  fairly  be  said  that 
during  the  period  from  1898  to  .1901  the  industry  was  recapitalized, 
and  recapitalized  on  a  basis  far  in  excess  of  the  actual  investment. 
It  therefore  becomes  important  to  determine  the  relationship  between 
such  capitalization  and  the  investment  represented  thereby,  and  also 
to  determine  the  profits  earned  upon  such  investment.  For  the  pur- 
pose of  intelligent  analysis  a  brief  review  of  the  consolidation  move- 
ment, and  particularly  of  the  causes  which  led  to  that  movement,  is 
essential.  All  these  matters  are  taken  up  in  the  present  part  (Part  I) 
of  the  report.  In  a  subsequent  part  there  will  be  taken  up  a  study  of 
prices  and  price  control,  with  the  particular  object  of  determining 
the  conditions  under  which  prices  have  been  established  and  how  far 
they  have  been  affected  by  the  centralization  of  ownership  just 
referred  to.  Another  portion  of  the  report  will  be  devoted  to  a  study 
of  costs  b}^  principal  products,  with  a  view  to  furnishing  a  basis  for 
discussing  prices  and  profits  of  specific  products,  as  distinct  from 
profits  as  a  whole  in  relation  to  the  total  investment. 

The  investigation  has  been  restricted  to  concerns  engaged  in  the 
iron  and  steel  industry  in  the  modern  and  narrower  sense  of  the 
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word;  that  is,  the  production  of  pig  iron,  crude  steel  (ingots)  and 
semifinislied  steel  (billets,  slabs,  sheet  bars,  etc.)  and  the  simpler 
products  which  are  now  ordinarily  manufactured  at  an  iron  and  steel 
establishment  and  the  rolling  mills  operated  in  connection  therewith. 
Moreover,  except  for  pig  iron,  the  inquiry  has  been  concerned  with 
steel  rather  than  with  iron,  which  has  largely  been  displaced  by  steel. 
The  more  important  of  the  simpler  steel  products  are  rails,  beams, 
IDlates,  merchant  bars,  wire  rods,  tul)es,  and  sheets.  In  addition, 
there  are  certain  others  in  which  the  manufacturing  process  is  car- 
ried somewhat  beyond  the  rolling-mill  stage,  but  usually  connected 
closely  with  rolling  ojDerations,  such  as  drawn  wire,  wire  nails,  gal- 
vanized sheets,  and  tin  plate. ^ 

On  the  other  hand,  the  investigation  has  not  embraced  companies 
engaged  primarily  in  tlie  manufacture  of  such  steel  products  as 
armor-plate,  castings,  or  ordnance,  nor  the  great  variety  of  highly 
elaborated  iron  and  steel  products,  such  as  tools,  implements,  and 
machinery;  nor  has  much  attention  been  paid  to  the  foundry  branch 
of  the  iron  industry.  xVny  attempt  to  include  these  branches  in  an 
investigation  of  this  cliaracter  would  lead  to  such  multiplication  of 
detail  as  to  obscure  the  primary  features  of  the  inquiry. 


Large  biUets. 


Ore. 

Coke. 

Limestone. 


Steel-making 
iron: 
Bessemer. 
Basic. 


Ingots. 


Blooms. ' 


I  .Vn  idea  of  the  sequence  ot  the  stages  in  the  production  of  the  articles  under  discussion 
may  bo  obtained  from  the  following  diagram  ; 

Knrfo  /Wire,  wire  nails,  and  wire 
™°^\    product.^. 
Merchant  bars. 
Angle  bars. 
Splice  bars. 
Hoops  and  bands. 

{Merchant  bars. 
Seamless  tubes. 

I  Sheets,  galvanized  and  other  fin- 
Black  plate  for  tin- 1  ^  ^^^P  J||.^| 
^^^^-  1    plate. 

Rails. 

Structural  shapes: 
Beams. 
Channels. 
Angles. 
Tees. 
Zees. 


Bridge  and  oth  er  fabricating  ma- 
''    terial. 


Axles. 

{Plates: 
Structural. 
Boiler. 
Skelp. 


Wrought  pipe  and  tubing. 


Castings.       Forgings. 


Foundry  iron.     Castings. 

Malleable  Bessemer  iron.       Castings.  Malleable  castings 

iForge  iron.  Muck  bar.     Merchant  bar  iron  and  other  rolled-iron  products 
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Tho  investigation  has,  in  the  main,  been  confined  to  a  compara- 
tively few  concerns.  Naturally,  chief  attention  has  been  paid  to  the 
United  States  Steel  Corporation,  as  by  far  the  most  important  factor 
in  the  industry.  The  United  States  Steel  Corporation  and  half  a 
dozen  other  leading  companies  to-day  handle  substantially  75  per 
cent  of  the  crude  and  simpler  finished  steel  production  of  the  coun- 
try, the  United  States  Steel  Corporation  alone  doing  rather  more  than 
60  per  cent  of  the  total  (its  percentage  originally  was  higher;  see 
p.  305).  For  these  large  comi^anies — as  well  as  for  a  number  of 
smaller,  but  important,  concerns — extensive  data  were  obtained  by 
the  Bureau  resDecting  capitalization,  properties,  output,  and  costs. 

I.   PROGRESS  OF  COMBINATION  PRIOR  TO  1898. 

Section  2.  Occasional  instances  of  consolidation  in  early  nineties. 

During  the  period  from  1890  to  1900  there  was  a  practically  com- 
plete reorganization  of  corporate  interests  and  relationships  in  the 
steel  business.  This  was,  of  course,  especially  manifested  in  the  enor- 
mous development  of  consolidation. 

In  1890  there  were  scarcely  any  consolidations  of  the  modern  type 
in  the  steel  industry.  With  only  a  few  exceptions  there  were  no  con- 
cerns with  a  capitalization  exceeding  or  even  approaching  $20,000,000. 
During  the  middle  nineties  there  was  a  gradual  change  toward  larger 
units,  both  by  expansion  and  by  combination ;  but  the  depressed  con- 
ditions of  that  period  were  unfavorable  to  the  organization  of  great 
corporations,  and  as  late  as  1898  the  steel  industry  was  characterized 
by  the  competition  of  a  large  number  of  independent  concerns.  The 
year  1898,  however,  witnessed  a  marked  advance  toward  consolidation. 
This  movement  progressed  with  great  rapiditj^  in  the  next  few  years, 
until  by  the  middle  of  1901  substantially  three-fifths  of  the  steel  in- 
dustry of  the  country  was  concentrated  under  a  single  organization — 
the  United  States  Steel  Corporation — with  an  issued  capitalization, 
including  bonded  indebtedness,  of  over  $1,400,000,000.^ 

It  would  be  incorrect  to  assume  that  this  transformation  was  en- 
tirely the  woi'k  of  three  and  a  half  years.  Instead,  even  in  the  early 
nineties  there  were  some  suggestions  of  the  subsequent  marked  con- 
centration. Xot  only  were  there  a  number  of  conspicuously  large 
units  at  this  time,  but  in  some  instances  these  were  the  direct  result 
of  consolidation.  Thus,  as  early  as  1889  the  Illinois  Steel  Company 
had  been  organized  with  an  annual  pig-iron  capacity  of  over  750,000 
tons  and  with  an  authorized  capital  stock  of  $25,000,000,  of  which 
approximately  $18,000,000  was  issued  at  the  time.  This  company 
was  a  consolidation  of  three  previously  competing  steel  concerns  (see 

1  Including  the  bonds  of  subsidiary  companies.      (See  p.  112.) 
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p.  120),  with  plants  at  Chicago,  Joliet,  and  Milwaukee.  Again,  m 
lSt)2,  the  Carnegie  Steel  Company  (Ltd.),  a  partnership,  was  organ- 
ized, with  a  capital  stock  of  $25,000,000.  This  was  the  largest  single 
unit  in  the  indu^-try  at  that  time,  its  annual  pig-iron  capacity  being 
approximately  1,200,000  tons.  All  of  its  plants  were  in  the  Pitts- 
burg district.  The  company  had  some  features  of  the  modern  con- 
solidation, in  that  it  had  acquired  several  important  competing  steel 
works.  It  also  had  a  substantial  interest  in  the  H.  C.  Frick  Coke 
Compan}',  the  largest  single  factor  in  the  coke  industry.  Since,  how- 
ever, most  of  the  interests  comprising  it  had  long  been  affiliated,  the 
Carnegie  company  at  that  time  can  hardly  be  regarded  as  a  consolida- 
tion in  the  full  modern  sense  of  the  term. 

The  Jones  &  Laughlin  inlcrests,  in  the  Pittsburg  district,  were  an- 
other important  factor  in  the  industry.  In  the  early  nineties  these 
comprised  two  limited  partnerships — Laughlin  &  Co.  (Ltd.),  with  a 
capital  stock  of  $900,000,  operating  the  Eliza  Furnaces,  and  Jones  & 
Laughlins  (Ltd.),  with  a  capital  stock  of  $4,000,000,  operating  the 
American  Iron  and  Steel  "Works.  These  interests  were  at  all  times  a 
jDrominent  factor  in  the  industry,  and  they  later  greatly  expanded 
their  oiDcrations. 

Farther  east  there  was  the  Lackawanna  Iron  and  Steel  Company, 
organized  in  1891,  with  $;>, 750,000  capital  stock,  as  a  merger  of  the 
Lackawanna  Iron  and  Coal  Company  and  the  Scranton  Steel  Com- 
pany. The  former  concern  had  been  incorporated  in  1853  to  oper- 
ate coal  mines  and  manufacture  pig  iron  at  Lebanon,  Pa.,  and  had 
erected  a  Bessemer  steel  plant  in  1875.  The  Scranton  Steel  Company 
was  organized  in  1881  as  a  competitor. 

Another  huge  eastern  concern  at  this  period  was  the  Pennsylvania 
Steel  Company,  organized  in  1866,  with  a  plant  at  Steelton,  Pa.  (not 
far  from  Ilarrisburg) .  In  1887  it  organized  a  subsidiary  concern — 
the  Maryland  Steel  Company — and  through  it  built  a  second  plant,  at 
S]>arrow  Point,  Md.,  near  Baltimore.  The  parent  company  was  in- 
volved in  difficulties  in  the  depression  of  the  early  nineties  and  was 
reorganized  in  1895  with  a  capital  stock  of  $6,500,000.  Subsequently 
this  was  greatly  increased.     (See  p.  96.) 

Two  other  concerns  which  should  be  mentioned  in  this  connection 
are  the  Colorado  Fuel  and  Iron  Company,  at  that  time  the  only 
important  factor  in  the  industry  in  the  far  West,  and  the  Tennessee 
Coal,  Iron  and  Kailroad  Company,  the  leading  interest  in  the  South. 
The  Colorado  Fuel  and  Iron  Company  was  organized  in  1S92  with  a 
capital  stock  of  $13,000,000,  as  a  merger  of  the  Colorado  Fuel  Com- 
pany and  the  Colorado  Coal  and  Iron  Company.  It  was  chiefly 
interested  in  the  operation  of  coal  properties,  although  the  Colorado 
C^oal  and  Iron  Company,  one  of  the  constituent  concerns,  had  iron 
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ore  lands  and  a  small  steel  j^lant.     In  the  late  nineties  the  company 
entered  the  steel  business  on  an  extensive  scale. 

The  Tennessee  Coal,  Iron  and  Eailroad  Company  had  its  begin- 
ning early  in  the  fifties  as.  a  coal  company.  It  first  entered  the  iron 
business  in  1881,  its  name  being  changed  at  that  time  from  the  Ten- 
nessee Coal  and  Eailroad  Company  to  the  Tennessee  Coal,  Iron  and 
Eailroad  Company.  During  the  eighties  and  earty  nineties  the 
company  acquired  several  important  coal  and  iron  concerns.  From 
this  time  on  it  has  been  the  leading  owner  of  such  property  in  the 
southern  iron  district.  The  company,  while  a  large  producer  of 
pig  iron,  did  not  enter  the  steel  business  proper  until  after  1898. 

Several  other  concerns,  like  the  Cambria  Iron  Company  and  the 
Bethlehem  Iron  Company,  both  of  which  were  located  in  Pennsyl- 
vania, also  were  distinguished  in  the  trade  at  this  early  date  by  the 
extent  of  their  operations. 

]\Iost  of  these  larger  concerns  just  named  were  engaged  chiefly  in 
the  joroduction  of  the  simpler  and  heavier  forms  of  steel  products, 
like  rails,  plates,  and  beams,  or  of  semifinished  steel  (billets,  slabs, 
bars,  etc.)  for  the  trade.  As  shown  in  the  next  section,  many  manu- 
facturers of  the  more  elaborated  products — such,  for  instance,  as 
nails,  wire,  tin  plate,  and  tubes — did  not  at  this  early  date  produce 
the  semifinished  steel  which  they  needed,  but  instead  purchased  their 
sujiplies  of  this  raw  material  from  large  steel-making  concerns  such 
as  those  just  described. 

With  respect  to  these  simpler  or  heavier  forms  of  steel,  a  compara- 
tively small  number  of  concerns  had  even  in  the  early  nineties 
assumed  a  preponderating  influence.  Thus,  the  Carnegie  Steel  Com- 
pany (Ltd.),  the  Illinois  Steel  Company,  the  Jones  &  Laughlin 
interests,  the  Lackawanna  Iron  and  Steel  Company,  the  Pennsyl- 
vania Steel  Company,  the  Cambria  Iron  Company,  and  the  Bethle- 
hem Iron  Company  probably  controlled  in  1898  not  less  than  50  per 
cent  of  the  steel-ingot  production  of  the  country.  These  concerns 
were,  however,  distinct  entities  with  respect  to  ownership,  and  de- 
sjDite  the  existence  of  price  agreements,  discussed  later  (see  sec.  4), 
the  distinguishing  feature  of  the  steel  industry  during  this  early 
period  as  a  whole  was  active  competition. 

Outside  of  the  companies  engaged  in  the  manufacture  of  the 
cruder  or  heavier  forms  of  steel,  there  were  comparatively  few  con- 
cerns of  great  magnitude  in  the  industry  in  the  early  nineties,  and 
very  few  consolidations.  In  the  wire  and  nail  trade,  it  is  true,  a 
$4,000,000  merger,  the  Consolidated  Steel  and  Wire  Company,  had 
been  organized  as  early  as  1892.  Generally  speaking,  however,  the 
manufacture  of  such  products  as  nails,  tin  plate,  sheets,  and  bar  iron 
was  distributed  among  a  large  number  of  concerns,  many  of  which 
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Avere  comparativel.y  small,  and  comi^etition  in  these  departments  of 
the  industry,  except  as  modified  by  pool  and  price  agreements,  was 
exceedingly  active. 

In  the  iron-mining  industry  substantiij-lly  similar  conditions  ex- 
isted. There  were  a  few  large  concerns,  like  the  Minnesota  Iron 
Company,  organized  in  1882  with  $10,O0CH000  authorized  capital 
(later  increased  to  $20,000,000),  and  the  Lake  Superior  Consolidated 
Iron  Mines,  organized  in  189.3,  with  $;50.000,000  capital  stock.  Each 
of  these  concerns  owned  an  important  ore  railroad.  (See  pp.  122  and 
1-1-8.)  A  few  other  iron-mining  concerns  were  exceptionally  promi- 
nent, but  as  a  rule  the  ownership  of  iron-ore  properties  was  widely 
scattered,  and  in  this,  as  in  the  manufacturing  branch  of  the  industry, 
competition,  rather  than  concentration,  was  the  distinguishing  char- 
acteristic, although  this  competition  also  was  modified  by  price  agree- 
ments. 

Section  3.  Integration  in  the  early  nineties  not  far  advanced. 

Another  feature  of  the  steel  industry  in  the  early  nineties  in  con- 
trast with  conditions  to-day  was  the  comparative  lack  of  integration. 
"  Integration "  may  be  defined  as  the  assembling  of  the  different 
successive  branches  of  the  industry,  such  as  the  production  of  iron 
ore  and  fuel  and  the  manufacture  of  i^ig  iron  and  steel  products, 
under  a  single  control.  Each  principal  department  of  the  industry 
was,  to  a  considerable  extent,  although  Ijy  no  means  wholly,  distinct, 
so  far  as  ownership  was  concerned.  Thus,  the  production  of  ore, 
broadly  speaking,  was  a  business  by  itself,  and  comparatively  few 
iron  and  steel  companies  had  extensive  holdings  of  ore  lands.  This 
was  especially  true  of  the  ore  supplies  in  the  Lake  region ;  in  the  East 
the  ownership  of  ore  lands  ]>\  steel  makers  was  rather  more  common. 
Moreover,  a  substantial  proportion  of  the  country's  pig  iron  was  pro- 
duced by  "  merchant "  furnaces,  which  sold  their  jDroduct  instead  of 
manufacturing  it  into  more  finished  articles.  Even  the  larger  manu- 
facturers of  steel  bought  considerable  quantities  of  pig  iron.  Again, 
the  production  of  steel,  as  pointed  out  in  the  preceding  section,  was  in 
the  hands  of  a  comiDaratively  limited  number  of  concerns,  and  most 
manufacturers  of  finished  articles  purchased  their  supply  of  semi- 
finished steel  instead  of  producing  it.  For  the  transportation  of  their 
products,  either  raw  or  finished,  nearly  all  iron  and  steel  companies 
were  dependent  upon  railroad  and  vessel  concerns,  the  ownership  of 
which  Avas  entirely  separate. 

However,  even  at  this  early  date  the  tendency  toward  integration, 
particularly  tlirough  the  acquisition  of  reserve  supplies  of  ore  and 
coal,  had  already  taken  shape.  Naturally  it  was  most  marked  in 
those  sections  Adhere  deposits  of  these  raw  materials  were  found  in 
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close  proximity.  Indeed  in  some  sections  of  the  country  the  iron 
and  steel  industry  may  be  said  to  be  integrated  by  nature.  Thus, 
several  iron  and  steel  concerns  in  eastern  Pennsylvania,  where  ore 
deposits  were  near  the  anthracite  coal  regions  (anthracite  for  a  long- 
time being  extensively  used  in  the  production  of  pig  iron),  had 
early  made  considerable  investments  in  such  properties.  Similarly, 
in  the  Birmingham  district  in  the  South,  the  occurrence  in  close 
proximity  of  vast  supplies  of  these  basic  raw  materials  very  early  led 
iron  makers  to  adopt  a  policy  of  owning  such  property  in  connection 
with  their  furnaces  and  other  plants. 

In  the  numerous  establishments  of  the  Middle  West,  however, 
integration  with  respect  to  raw  materials  had  made  less  headway. 
One  reason  for  this  was  that  many  manufacturers  in  this  section  were 
largely  dependent  upon  the  Lake  region  for  their  supply  of  ore,  while 
others  were  at  some  considerable  distance  from  the  coal  regions. 
This  physical  separation  of  supplies  of  raw  materials  was  naturally 
more  or  less  accompanied  by  separation  with  respect  to  ownership. 
A  further  reason  probably  was  that  at  this  early  date  some  steel 
manufacturers  were  not  in  a  position  to  provide  the  additional  capital 
necessary  to  carry  extensive  reserve  supplies  of  ore  and  coal,  although, 
with  respect  to  ore,  owing  to  the  very  general  employment  of  the  lease 
system  in  the  Lake  region  (see  p.  229) ,  this  was  a  secondary  considera- 
tion. Furthermore,  the  fact  that  the  ownership  of  the  great  ore 
and  coal  deposits  of  the  country  was  at  this  early  date  scattered 
among  a  large  number  of  interests  who  were  in  active  competition 
made  it  practicable  for  iron  and  steel  makers  to  rely  upon  the  open 
market  for  their  supplies  of  these  primary  materials. 

Nevertheless,  even  in  the  Middle  West  considerable  progress  had 
been  made  by  iron  and  steel  makers  toward  the  control  of  supplies 
of  ore  and  fuel.  Thus,  the  Illinois  Steel  Company  in  the  early  nine- 
ties had  acquired  a  considerable  acreage  of  coking  coal  lands  in 
Pennsylvania,  and  it  also  had  secured  some  iron  ore  lands  in  the 
Lake  Superior  region.  Moreover,  the  ownership  of  the  Minnesota 
Iron  Company,  which  controlled  extensive  ore  deposits  in  the  Lake 
region,  as  well  as  a  railroad  and  a  fleet  of  Lake  ore  vessels,  was  partly 
in  the  hands  of  Illinois  Steel  Company  capitalists.  The  latter  com-- 
pany  had,  therefore,  made  decided  progress  in  the  direction  of  in- 
tegration. 

Another  instance  of  integration  was  furnished  by  the  Carnegie 
Steel  Company  (Ltd.).  Through  the  H.  C.  Frick  Coke  Company, 
an  allied  concern,  the  Carnegie  company  had  secured  enormous  re- 
serves of  coking  coal.  In  the  scale  of  its  manufacturing  operations, 
this  company  had  made  remarkable  progress,  and  probably  led  all 
its  rivals  in  this  respect. 
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The  Carnegie  company,  however,  had  not  carried  the  policy  of  in- 
tegration far  with  respect  to  the  ownership  of  ore  lands;  instead, 
in  the  early  nineties  the  company  depended  almost  wholly  for  its 
supply  of  ore  upon  purchases  in  the  open  market,  or  upon  short- 
-  time  contracts  with  ore  producers.  In  1892  the  first  step  in  the  di- 
rection of  providing  itself  with  a  future  supply  of  ore  was  taken  in 
the  acquisition  of  a  half  interest  (which  was  later  increased)  in  the 
Oliver  Iron  JNlining  Company,  which  at  that  time  held  leases  of 
several  important  mines  on  the  Mesabi  Range.  The  annual  supply 
of  ore  covered  by  this  arrangement,  however,  was  small  in  comparison 
with  the  Carnegie  company's  total  requirements.  Sloreover,  at  this 
time  Mr.  Carnegie  is  said  to  have  been  decidedly  opposed  to  the 
ownership  of  ore  mines,  and  instead  he  preferred  to  let  others  assume 
the  heavy  speculative  risks  which  then  attended  iron-mining  enter- 
prises. About  1896  the  company  comiDletely  reversed  its  policy  in 
this  respect.  This  change  of  policy,  which  is  considered  later  (see 
p.  76),  undoubtedly  had  considerable  effect  in  directing  the  later 
course  of  events  in  the  iron  and  steel  industry  as  a  whole. 

While  important  stejos  toward  making  themselves  indeiDendent 
with  respect  to  supjDlies  of  raw  materials,  as  well  as  toward  concen- 
tration of  manufacturing  operations,  had  thus  been  taken  in  the  early 
nineties  by  some  of  the  leading  steel  companies,  nevertheless  a  fair 
statement  of  the  general  situation  in  the  steel  industry  at  that  time 
would  be  that  this  policy  was  confined  to  a  comparatively  few  of  the 
larger  concerns,  and  that  in  the  main  it  had  not  been  carried  far 
even  by  these. 

Section  4.  Early  pools  and  price  agreements  in  the  steel  industry. 

It  is  clear  from  what  has  just  been  said  that  competition  was  the 
keynote  of  the  iron  and  steel  industry  in  the  early  nineties.  However, 
the  spirit  of  combination  was  Idy  no  means  Avholly  absent.  The 
mere  fact  that  at  this  early  date  important  consolidations  had  been 
organized  in  several  other  industries,  notably  in  the  case  of  oil,  white 
lead,  sugar,  tobacco,  and  leather,  shows  that  there  was  a  general 
tendency  in  that  direction.  As  a  matter  of  fact,  efforts  toward  con- 
centration in  the  steel  industry  had  been  very  numerous.  As  a  rule, 
however,  they  had  taken  a  less  substantial  form  than  the  "trusts" 
which  had  been  organized  in  some  other  industi'ies,  or  the  corporate 
consolidations  of  the  joresent  day.  A  common  method  of  combination 
in  the  iron  and  steel  industry  at  that  period  was  a  loose  association, 
under  which  the  individual  concerns  retained  their  identity  and  to 
a  large  extent  their  independence ;  certainly  complete  independence 
in  ownership.  Such  unions,  which  assumed  a  great  variety  of  form 
in  detail,  may  roughly  be  grouped  under  two  general  types — ^the 
"  pool "    and    the    ''  gentlemen's    agreement."     They    had   been    em- 
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ployed  repeatedly  in  the  iron  and  steel  industry.  Many  of  these  com- 
binations were  short  lived  and  ineffective.  This  was  especially  true 
of  the  gentlemen's  agreement,  which,  as  the  name  implies,  was  little 
more  than  an  informal  arrangement  on  the  part  of  the  members  to 
abide  by  certain  i^romises.  The  pool  was  a  more  formal  and,  in  some 
instances,  a  much  more  eflfective  organization. 

Four  typical  pools  in  this  early  period  were  (1)  the  steel-rail  pool, 
(2)  the  wire-nail  pool,  (3)  the  billet  pool,  and  (4)  the  ore  pool. 
These  four  pools  are  briefly  described  in  the  following  pages.  It 
should  be  understood  that  there  Avere  many  other  organizations  of  a 
similar  character,  and  that  these  are  discussed  simply  to  illustrate 
different  forms  of  such  combinations.  Such  agreements  will  be 
referred  to  more  extensively  in  a  later  part  of  the  report. 

The  steel-rail  pool. — By  far  the  most  important  pool  organiza- 
tion in  the  steel  industry  at  this  time  was  that  in  steel  rails.  This 
pool  was  formed  on  August  2,  1887,  and,  while  it  was  dissolved  in 
1893,  it  was  speedily  renewed  and  continued  in  existence  until  the 
early  part  of  1897.^  The  general  nature  of  this  pool  may  perhaps 
best  be  indicated  by  reproducing  the  following  copy  of  the  mem- 
orandum of  agreement :  ^ 

Memorandum  of  agreement,  entered  into  August  2, 1887,  by  and 
between  the  North  Chicago  Rolling  Mill  Company,  the  Cam- 
bria Iron  Company,  the  Pennsylvania  Steel  Com,pany,  the 
Union  Steel  Company,  the  Lachawanna  Iron  &  Coal  Company, 
the  Joliet  Steel  Company,  tlve  Western  Steel  Company,  the 
Cleveland  Rolling  Mill  Company,  Carnegie  Brothers  <&  Co., 
Limited;  Carnegie,  Pliipps  c&  Co.,  LimAted;  the  Bethlehem 
Iron  Company,  the  Scranton  Steel  Company,  the  Troy  Steel 
c&  Iron  Coonpany,  the  Worcester  Steel  Wor/cs  and  the  Spring- 
field Iron  Company. 

We,  the  before-named  companies  and  corporations,  manufac- 
turers of  steel  rails,  hereby  mutually  agree  one  with  the  other, 
that  we  will  restrict  our  sales  and  the  product  of  steel  rails  of 
50  pounds  to  the  yard  and  upward,  applying  to  orders  talten  by 
us  and  to  be  delivered  by  us  or  from  our  respective  works  during 
the  year  1888,  as  hereinafter  allotted  and  limited;  and  we  re- 
spectively bind  ourselves  not  to  sell  in  excess  of  our  current 
allotments,  without  first  obtaining  the  consent  of  the  Board  of 
Control  thereto — that  is  to  say : 

It  is  agreed,  there  shall  now  be  made  an  allotment  of  800,000 
tons  of  rails,  which  shall  be  divided  and  apportioned  to  and 
among  the  several  parties  hereto  to  be  sold  by  them  during  the 
year  1888,  upon  the  following  basis  of  percentages,  to  wit: 
North  Chicago  EoUing  Mill  Company,  12|  per  cent;  Penn- 
sylvania Steel  Company,  9^*^  per  cent;  Bethlehem  Iron  Com- 
pany, 9  per  cent ;  Carnegie  Bros.  &  Co.,  Limited,  and  Carnegie, 
Phipps  &  Co.,  Limited    (jointly),  13i%  per  cent;  Joliet  Steel 

1  Somewhat  later  it  was  revived.  2  prom  Iron  Age,  November  16,  1893. 
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Company,  8  per  cent ;  Lackawanna  Iron  &  Coal  Company,  8  per 
cent ;  Cambria  Iron  Company,  8  per  cent ;  Scranton  Steel  Com- 
pany, 8  per  cent ;  the  Union  Steel  Company,  8  per  cent ;  Cleve- 
land Rolling  Mill  Company,  4 J|y  per  cent ;  Troy  Steel  &  Iron 
Company,  4t%  per  cent;  Western  Steel  Company,  4i%  per  cent; 
AVoi-cester  Steel  Works,  1t\  per  cent. 

And  in  addition  to  the  said  allotment  of  800,000  tons  of  rails 
above  allotted,  an  additional  allotment  of  250,000  tons  is  hereby 
made  and  allotted  to  the  Board  of  Control,  to  be  reallotted  and 
reapportioned  by  it,  as  and  to  whom  it  may  deem  equitable,  in 
the  adjustment  of  any  differences  that  may  arise.  It  being  also 
further  agreed  that  all  subsequent  allotments  of  rails  hereafter 
made,  to  be  sold  under  this  agreement  during  the  year  1888, 
shall  also  be  divided  and  apportioned  to  the  several  parties 
hereto  in  the  same  ratio  of  percentages  as  said  apportionment 
of  800,000  tons  is  herein  divided  and  apportioned. 

It  is  further  agreed,  that  the  Board  of  Control  shall,  from 
time  to  time,  make  such  further  allotments  as  shall  be  necessary 
to  at  all  times  keep  the  unsold  allotments  at  least  200,000  tons 
in  excess  of  the  total  current  sales,  as  shown  by  the  monthly  re- 
ports of  sales.  This  is  to  be  in  addition  to  the  then  unappro- 
priated part  of  the  2.50,000  tons  hereinbefore  allotted  to  the 
Board  of  Control  to  adjust  differences. 

It  is  further  agreed,  on  the  first  day  of  April,  July  and 
October,  the  Board  of  Control  are  authorized  and  directed  to 
cancel  such  part  of  the  unmade  allotments  of  the  respective 
parties  hereto  as  they  the  said  Board  of  Control  shall  determine 
such  party  unable  to  make  in  clue  time,  and  all  allotments  so 
canceled  the  Board  of  Control  shall  have  the  right  to  reallot  to 
any  of  the  other  parties  hereto;  it  being  understood  that  all  such 
cancellations  shall  apply  only  to  allotments  standing  to  the  credit 
of  the  respective  parties  hereto  on  the  dates  above  named,  but 
no  reallotment  as  aforesaid  shall  be  made  by  the  Board  of  Con- 
trol to  any  of  the  parties  hereto  for  the  purpose  of  enabling 
them,  or  any  of  them,  to  make  and  sell  rails  from  foreign  made 
blooms. 

It  is  further  agreed,  that  all  transfers  of  parts  of  allotments 
from  one  party  to  another  shall  be  made  by  the  Board  of  Control. 

It  is  further  agreed,  that  there  shall  be  a  Board  of  Control, 
consisting  of  three  members,  namely,  Orrin  W.  Potter,  Luther  S. 
Bent  and  W.  "W.  Thurston,  who  shall  have  power  to  employ  a 
paid  secretary  and  treasurer. 

It  is  further  agreed,  that  the  Board  of  Control,  upon  the  writ- 
ten consent  of  75  per  cent  of  the  percentages  as  hereinbefore 
named,  shall  increase  the  allotments  for  the  year  1888,  and  such 
increase  shall  be  allotted  to  the  parties  hereto  as  hereinbefore 
provided. 

It  is  further  agreed,  that  each  party  whose  name  is  hereunto 
annexed,  shall  and  will  make  monthly  returas  to  the  Board  of 
Control  of  all  contracts  for  delivery  of  rails  of  50  pounds  to  the 
yard  and  upward  during  the  year  1888,  and  also  of  all  shipments 
of  such  rails  made  by  them  during  said  year;  a  copy  of  such 
return  shall  be  furnislied  to  each  party  hereto. 
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It  is  further  agreed,  that  all  the  parties  hereto  shall  and  will, 
on  or  before  January  15,  1888,  make  a  written  return  to  the 
Board  of  Control  of  all  rails  of  50  pounds  to  the  yard  and  upward 
(designating  the  weight)  which  they  respectively  had  on  hand 
January  1,  1888,  stating  whether  the  same  are  sold,  and  if  sold, 
on  AYhat  order  they  apply. 

It  is  further  agreed,  that  the  Board  of  Control  shall  have  the 
right  whenever  they  deem  it  expedient  to  convene  a  meeting  of 
the  parties  hereto,  and  they  shall  give  at  least  ten  days'  previous 
notice  of  all  meetings,  and  any  business  transacted  at  such  meet- 
ings, and  receiving  75  per  cent  of  the  votes  present  thereat, 
either  in  person  or  by  proxy,  shall  be  binding  on  all  the  parties 
hereto,  excepting  as  to  a  change  in  percentages  as  aforesaid. 

The  Board  of  Control  shall  be  required  to  call  a  meeting  of 
the  parties  hereto  when  requested  so  to  do  in  writing,  signed  by 
any  three  of  the  contracting  parties,  but  such  request  and  such 
notice  shall  state  the  object  for  which  such  meeting  is  called. 

It  shall  be  the  duty  of  the  Board  of  Control  to  have  a  proper 
record  kept  of  all  the  returns  made  to  it,  with  power  from  time 
to  time  to  change  the  form  of  return  as  they  may  deem  expedient. 
The  Board  of  Control  shall  have  authority  to  levy  an  assess- 
ment, pro  rata  to  the  allotted  tonnage,  to  defray  the  actual  ex- 
penses made  necessary  to  carry  out  this  agreement. 

It  is  further  agreed,  that  we  will,  respectively,  immediately 
make  return  to  the  Board  of  Control  of  all  rails  of  50  pounds  to 
the  yard  and  upward  which  we  are  now  under  contract  to  deliver 
during  the  year  1888,  said  return  to  state  to  whom  such  rails  are 
sold  and  when  they  are  to  be  delivered. 

North  Chicago  Rolling  Mill  Company,  by  O.  W.  Potter, 
president;  Cambria  Iron  Company,  by  E.  Y.  Town- 
send,  president;  Pennsylvania  Steel  Company,  by 
Luther  S.  Bent,  vice-president ;  The  Union  Steel  Com- 
pany, by  H.  A.  Gray,  secretary  and  treasurer ;  Lacka- 
wanna Iron  &  Coal  Company,  by  B.  G.  Clarke,  vice- 
president  ;  Joliet  Steel  Company,  by  W.  E.  Stirling, 
treasurer;  Western  Steel  Company,  by  A.  M.  Wilcox, 
president ;  Cleveland  Rolling  Mill  Company,  by  Wm. 
Chisholm,  president ;  Carnegie  Bros.,  Limited,  by 
D.  A.  Stewart,  V.  C ;  Carnegie,  Phipps  &  Co.,  Lim- 
ited, by  John  Walker,  chairman;  The  Bethlehem 
Iron  Company,  by  Wni.  W.  Thurston,  vice-president; 
The  Scranton  Steel  Company,  by  W.  W.  Scranton, 
president;  Troy  Steel  &  Iron  Company,  Selden  E. 
Marvin,  secretary ;  Worcester  Steel  Works,  by  Samuel 
D.  Nye,  manager;  The  Springfield  Iron  Company,  by 
Charles  Ridgely,  president. 

This  agreement,  it  will  be  seen,  was  designed  to  provide  a  very 
effecti^'e  control  of  the  production  of  steel  rails  by  members  of  the 
pool,  who  together  manufactured  at  that  time  more  than  90  per  cent 
of  the  country's  output. 

The  distinguishing  characteristics  of  the  rail  pool  were  a  fairly 
compact  organization  and  the  inclusion  of  nearly  all  rail  manu- 
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facturers,  while  the  rather  extensive  plant  necessary  for  the  produc- 
tion of  rails  tended  to  discourage  new  competition.  The  bulk  of 
railroad  purchases  of  steel  rails,  moreover,  are  usuallj^  made  once  a 
year.  These  conditions  favored  the  maintenance  of  pool  prices  and 
probably  explain  the  stability  of  this  pool  as  compared  with  others 
in  the  iron  and  steel  industry  at  this  period. 

However,  the  rail  pool  was  by  no  means  completely  successful. 
Despite  its  fairly  compact  organization,  it  collapsed  in  the  latter 
part  of  1893  as  a  result  of  disagreements  over  the  allotment  of  ton- 
nage, aggravated  by  the  commercial  depression  of  that  year.  In 
1804,  after  numerous  conferences,  it  was  reorganized,  but  the  slack 
demand  of  1896  resulted  in  new  infractions  of  the  agreement,  as  a 
result  of  which  the  pool  collapsed  in  February,  1897.  This  second 
disruption  of  the  pool  was  followed  by  a  brief  but  exceedingly  bitter 
price  war,  during  which  sales  of  steel  rails  were  made  freely  at  prices 
ranging  from  $20  to  $15  per  ton.  The  nominal  pool  price  of  rails 
had  for  some  time  been  $28. 

The  nail  pool. — Next  to  the  steel-rail  pool,  perhaps  the  most  re- 
markable pool  in  the  steel  industry  at  this  early  period  was  the 
so-called  wire-nail  jpool.  This  included  manufacturers  of  cut  nails 
as  well ;  in  fact,  the  official  title  was  "  The  Association  of  Wire  and 
Cut  Xail  INIanufacturers."  The  formal  organization  of  the  pool, 
which  had  been  preceded  by  temporary  price  agreements,  was  com- 
pleted in  the  early  part  of  1895.^ 

The  nail  pool  differed  from  the  steel-rail  pool,  first,  in  that  its 
membership  was  decidedly  larger,  and,  second,  in  that  the  investment 
needed  to  engage  in  the  business  was  comparatively  small.  It  is 
claimed  that  an  investment  of  $10,000  in  nail  machines  was  sufficient 
to  permit  the  manufacture  of  nails  on  a  practicable,  although  of 
course  limited,  scale.  This  organization  was,  therefore,  at  all  tunes 
especially  vvdnerable  to  competition. 

The  general  nature  of  this  pool  is  well  indicated  liy  the  following 
excerpt  from  an  article  in  the  Iron  Age  of  December  3,  1896,  shortly 
after  its  dissolution : 

The  aim  of  the  association  was  to  control  the  market,  both  in 
the  matter  of  production  and  prices.  The  determination  of  the 
percentages  of  the  different  manufacturers  was  obviously  a  mat- 
ter of  some  delicacy,  but  the  quota  of  each  was  satisfactorily 
determined  on  a  three-fold  basis — (1)  actual  sales  in  a  o-iven 
period  of  three  months;  (2)  actual  production  of  one  of  these 
months;  (3)  the  capacity  of  the  mill  as  shown  in  the  number  of 
machines.  The  average  of  these  three  elements  determined  the 
participation  percentage  of  the  different  manufacturers.  The 
association  also  regulated  the  amount  of  nails  to  be  offered  for 
sale  each  month  and  the  price  at  'which  they  should  be  sold. 

1  See  also  page  75. 
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The  manufacturers  in  Canada  were  also  negotiated  with  and  a 
perfect  understanding  reached.  Efforts  were  also  made  to  keep 
European  makers  out  of  this  market,  but  without  much  success. 
Not  much  difficulty  was  experienced  in  making  it  hard  for  out- 
side manufacturers  to  obtain  wire-nail  machines,  but  this  in- 
volved a  considerable  outlay  on  the  part  of  the  association.  It 
was  also  found  necessary  after  a  while  to  have  inspectors  at  all 
the  factories  to  see  that  no  irregularities  were  permitted,  and 
this,  together  with  the  administration  of  the  affairs  of  the  asso- 
ciation, entailed  a  heavy  expense,  to  meet  which  a  large  propor- 
tion— latterly  more  than  half — of  the  price  paid  by  the  mer- 
chant for  nails  was  turned  over  by  the  manufacturers  into  the 
treasury  of  the  association.  A  fund  was  thus  created  for  the 
carrying  on  of  the  association,  for  payment  of  rebate  to  jobbers, 
for  subsidies  to  outside  makers,  etc. 

Another  essential  feature  of  the  association's  working  was  the 
control  of  the  jobbers,  who  were  *  *  *  prohibited  from 
purchasing  nails  made  by  outside  manufacturers  and  from  sell- 
ing below  the  association  prices.  This  involved  the  establish- 
ment of  an  elaborate  system  of  prices,  perhaps  more  detailed 
and  comprehensive  than  was  ever  before  attempted  in  the  hard- 
ware line. 

Immediately  after  its  organization  the  pool  advanced  the  prices 
of  nails  to  an  exorbitant  figure.  The  "  base  "  price  was  raised  from 
$1.20  per  keg  in  June,  1895,  to  $2.55  by  May,  1896,  or  in  less  than 
twelve  months.  The  real  advance,  however,  was  considerably  greater 
than  these  figures  indicate,  owing  to  certain  changes  made  in  the 
methods  of  quoting  nail  prices.  Thus,  while  the  old  base  price 
applied  to  certain  sizes  of  nails,  no  sizes  were  sold  at  the  new  base 
quotation,  but  instead  large  "  differentials  "  were  added  for  even 
the  cheapest  grades  of  nails.  This  feature  of  the  nail  "  card,"  as  it 
was  called,  was  a  source  of  acute  irritation  to  customers  of  the  pool. 

The  pool  had  a  comparatively  brief  existence.  About  the  first  of 
December,  1896,  or  some  eighteen  months  after  its  organization,  it 
suddenly  collapsed.  Its  failure  was  directly  attributed  at  the  time 
to  the  great  increase  in  competition  which  resulted  from  its  policy 
of  exacting  high  prices.  Such  competition,  as  already  pointed  out, 
was  facilitated  by  the  fact  that  only  a  very  moderate  investment  was 
necessary  to  enter  the  business  on  a  commercial  scale. 

The  steel-billet  pool. — This  pool  was  formed  in  April,  1896, 
under  the  name  of  "  The  Bessemer  Steel  Association  of  the  United 
States."  The  agreement,  which  was  along  the  same  lines  as  that  of 
the  steel-rail  pool,  provided  for  a  definite  allotment  of  tonnage  among 
the  members,  the  maintenance  of  prices,  the  payment  of  penalties 
for  exceeding  the  tonnage  allotments,  and  compensation,  on  the  other 
hand,  to  those  members  who  did  not  make  the  maximum  production 
to  which  they  were  entitled. 

The  billet  pool  had  a  stormy  existence  from  the  start.  This  was 
due  partly  to  the  fact  that  it  failed  to  include  several  important 
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manufacturers  of  billets,  but  more  particularly  to  internal  dissen- 
sions. An  especial  source  of  weakness  was  that  while  some  of  its 
members  made  nothing  but  the  cruder  steel  products,  such  as  billets, 
slabs,  etc.,  and  were  therefore  dependent  upon  the  outside  market, 
several  of  the  larger  concerns  in  the  pool  had  their  own  finishing 
mills,  which  thus  afforded  them  an  outlet  for  a  large  quantity  of 
their  semifinished  steel.  The  agreement  as  originally  drawn  up  did 
not  cover  billets  thus  used  by  pool  members  themselves  in  the  manu- 
facture of  finished  products.  As  a  result,  such  concerns  took  advan- 
tage of  the  situation  by  entering  into  heavy  sales  of  finished  material, 
and  at  prices  so  low  that  outside  finishing  mills  were  unable  to  com- 
pete and  at  the  same  time  pay  the  pool  price  of  billets.  Consequently 
there  was  a  heavy  reduction  in  the  trade  demand  for  billets,  and 
those  members  of  the  pool  who  were  dependent  upon  this  outside 
demand  naturally  became  intensely  dissatisfied.  As  a  result  of  these 
conditions,  the  pool  was  apparently  on  the  point  of  disruption  during 
the  summer  and  fall  of  1896.  In  November  the  arrangement  was 
amended  by  including  in  the  tonnage  allotment  steel  used  by  pool 
members  in  the  manufacture  of  finished  material  as  well  as  that  sold 
in  the  cruder  forms.  This  change,  however,  had  hardly  been  accom- 
jDlished  when  fresh  difficulties  arose  over  alleged  bad  faith  of  some 
of  the  meml)ers.  In  the  first  week  of  December,  1896,  one  member 
of  the  pool,  the  Bellaire  Steel  Company,  formally  announced  its  with- 
drawal.  This  action  was  promptly  followed  by  the  collapse  of  this  pool. 

The  ore  pool. — This  pool,  which  was  called  the  Bessemer  Ore  As- 
sociation, embraced  the  leading  ore-producing  interests  in  the  Lake 
Superior  region.  The  keen  competition  which  ordinarily  exists  in  a 
mining  business  where  ownership  of  ore  properties  is  scattered  was 
intensified  by  the  commercial  panic  of  1893,  and  profits,  for  many 
mining  concerns,  had  practically  disappeared.  The  pool  agreement 
contemplated  a  rigid  control  of  the  business.  Aside  from  fixing 
prices  for  ores,  it  also  undertook  to  make  a  definite  allotment  of  pro- 
duction, both  as  to  mining  ranges  or  districts  and  also  as  to  the  in- 
dividual mining  companies  included  in  its  membership. 

Owing  to  important  changes  in  the  ore  industry  in  1896,  some  of 
which  are  noted  later,  the  ore  pool  was  threatened  with  disruption, 
and  in  the  spring  of  1807  it  seemed  almost  certain  that  no  agreement 
would  be  made  for  the  coming  season's  business.  An  arrangement  was 
nevertheless  entered  into  by  some  of  the  leading  producers,  but  on 
a  very  much  lower  basis  as  to  price.  Thus,  whereas  the  standard  price 
for  Gogebic  ores  in  1896  had  been  $4  a  ton,  the  basis  in  the  1897  agree- 
ment was  about  $2.75.'^ 

Other  pools. — Among  other  similar  agreements  in  the  steel  in- 
dustry in  the  middle  nineties  was  that  in  structural  steel,  which  un- 

1  Sec  page  77. 
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dertook,  in  addition  to  the  maintenance  of  prices,  an  allotment  of 
tonnage ;  another  important  combination  was  the  cast-iron-pijae  pool, 
which  was  eventually  d^-clared  illegal  by  the  Supreme  Court  of  the 
United  States.^ 

Gentlemen's  acreejeents. — These  organizations  were  so  numerous 
as  to  forbid  specific  description.  It  is  safe  to  say  that  hardly  any 
branch  of  the  iron  and  steel  industry  was  entirely  free  from  such 
efforts  to  secure  control  of  prices.  The  gentlemen's  agreement  proper 
was  distinguished  from  the  pool  in  that  no  formal  organization  for 
regulating  output  or  prices  existed,  the  efficacy  of  the  agreement  sim- 
ply depending  upon  the  faithfulness  of  the  members  in  maintaining 
informal  pledges.  Such  gentlemen's  agreements  contained  no  provi- 
sion for  forfeits  in  case  of  infraction,  or  for  the  acquisition  or  subsi- 
dizing of  outside  plants  to  prevent  competition. 

Section  5.  Weakness  of  pool  agreements  a  contributory  cause  of  the  or- 
ganization of  corporate  consolidations. 

Notwithstanding  the  various  attempts  at  combination  by  means  of 
pools  and  other  agreements,  such  as  those  described  in  the  preceding 
section,  the  statement  holds  true  that -competition  was  the  dominating 
feature  of  the  iron  and  steel  industry  in  the  early  and  middle  nine- 
ties. This  is,  indeed,  really  indicated  by  the  great  difficulty  experi- 
enced in  maintaining  pool  agreements,  which  of  course  had  no  legal 
sanction.  "W^ith  the  exception  of  the  steel-rail  pool,  most  of  these 
organizations  had  a  precarious  existence,  the  agreements  being  sub- 
ject to  frequent  violation.  In  the  latter  part  of  1896,  and  the  early 
part  of  1807  in  particular,  there  was  a  rather  general  abandonment  of 
such  combinations.  Thus,  the  collapse  of  the  wire-nail  and  billet 
pools  was  soon  followed  by  the  disruption  of  the  steel-rail  pool  itself; 
a  number  of  other  similar  agreements  were  also  abandoned,  at  least 
temporarily,  about  this  time.  (In  many  instances  similar  agreements 
were  again  entered  into  at  a  later  date.  This  matter  will  be  dealt 
with  in  a  later  part  of  the  report.) 

These  experiments  at  combination,  however,  undoubtedly  tended  to 
hasten  the  progress  of  the  consolidation  movement  proper.  The  suc- 
cess, even  though  brief,  of  some  of  these  pool  organizations  in  secur- 
V.  ing  large  profits  for  their  members  had  illustrated  the  advantages  of 
concerted  action.  At  the  same  time  the  low  prices  which  followed 
the  disruption  of  these  associations,  coming  as  they  did  after  several 
years  of  acute  depression  in  the  industry,  had  a  very  discouraging 
effect,  and  manufacturers  were  ready  to  listen  to  almost  any  plans 
which  promised  increased  profits.  The  failure  of  these  pool  agi'ee- 
ments  was,  therefore,  prom^Dtly  followed  by  schemes  for  still  more 
comprehensive  and  more  permanent  organizations.    Thus,  on  the  col- 

lAddyston  Pipe  and  Steel  Company  v.  United  States,  175  U.  S.,  211. 
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lapse  of  the  wire-nail  pool,  several  of  the  leading  makers  of  wire 
nails,  together  with  promoters,  planned  an  absolute  consolidation  of 
the  principal  wire-nail  interests  of  the  country  into  a  $75,000,000  cor- 
poration. This  project  fell  through  just  as  it  appeared  to  be  on  the 
eve  of  consummation.  However,  about  three  Aveeks  later  a  partial 
consolidation  of  wire  interests  was  effected,  and  in  January,  1899, 
practically  the  entire  industry  was  concentrated  in  the  hands  of  a 
sin£i-]e  company.  (See  p.  120.)  Similar  consolidation  schemes  were 
taken  up  in  various  other  departments  of  the  steel  industry.  AVliile 
these  were  not  completed  at  once,  the  consolidation  movement  ac- 
quired a  distinct  impetus  in  1897. 

This  new  tendency  of  combination  efforts  was  clearly  recognized  at 
Ihe  time,  as  may  be  seen  from  the  following  excerpt  from  a  review  by 
the  Pittsburg  correspondent  of  the  Iron  Age,  published  in  the  issue 
of  that  periodical  for  December  30,  1897: 

In  writing  under  this  head  last  year  we  said  that  there  seemed 
to  be  only  one  way  to  successfully  carry  on  business,  and  that 
was  on  the  principle  of  "  the  survival  of  the  fittest.''  Events  of 
1897  have  confirmed  this  statement.  The  rail,  beam,  nut  and 
bolt,  and  other  pools  ha^'e  been  dissolved,  and  the  business  goes  to 
those  concerns  b^st  equipped  to  take  it.  The  rail  pool  was  un- 
doubtedly the  most  successful  ever  formed  and  made  immense 
sums  of  money  for  the  concerns  composing  it.  In  time,  however, 
it  became  impossible  to  hold  it  together.  Competition  had 
sprung  up  and  the  subsidies  demanded  by  outside  concerns  were 
so  large  that  to  pay  them  was  becoming  a  burden. 

The  collapse  of  these  pools  showed  very  conclusively  that 
pools,  even  where  there  were  penalties  involved,  were  not  always 
successful,  and  another  method  of  controlling  certain  lines  of 
manufacture  is  being  tried.  This  is  by  outright  purchase  and  is 
now  under  way  in  the  rod  and  wire  trades.  *  *  *  Another 
deal  which  has  been  on  the  carpet  for  some  time  is  an  amalga- 
mation of  the  bridge-building  interests. 

Section  6.     Consolidation  movement  hastened  by  change  in  policy  of 
Carnegie  Steel  Company  toward  ore  supplies. 

\  specific  influence  which  hastened  outright  consolidation  in  the 
steel  industry  was  a  radical  change  on  the  part  of  the  Carnegie  inter- 
ests in  their  attitude  toward  ownership  of  ore  reserves.  The  com- 
parative indifference  of  the  Carnegie  concern  in  the  early  nineties 
to  the  control  of  ore  properties  was  abandoned  in  the  latter  part  of 
1896,  when  the  company  executed  a  contract  with  the  Lake  Superior 
Consolidated  Iron  Mines  (owned  chiefly  by  Rockefeller  interests; 
see  p.  147),  providing  for  the  lease,  for  a  period  of  fifty  years,  of  ore 
properties  capable  of  furnishing  a  large  annual  tonnage,  at  a  royalty 
of  25  cents  per  ton.  An  important  feature  of  the  contract  was  that 
the  transportation  of  this  ore  was  to  be  over  the  Duluth,  Missabe  and 
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Xorthern  Railway  (the  stock  of  which  was  held  by  the  Lake  Superior 
Consolidated  Iron  Alines) ,  and  down  the  Lakes  in  the  vessels  of  the 
Bessemer  Steamship  Company,  which  was  also  a  Rockefeller  concern. 
Indeed,  the  contract  appears  to  have  been  entered  into  by  the  Rocke- 
feller interests  mainly  because  of  the  assurance  of  a  liberal  tonnage 
for  their  rail  and  steamsliip  properties  thus  afforded. 

The  circumstances  which  brought  about  this  important  deal  are* 
not  definitely  known.  On  the  one  hand,  it  was  reported  that  the 
Carnegie  interests  had  threatened  to  secure  their  ore  supi:)lies  else- 
where unless  the  Lake  Superior  Consolidated  Iron  ]\Iines  agreed  to 
this  arrangement.  On  the  other  hand,  there  had  been  rumors  that  the 
Rockefeller  interests  were  about  to  engage  in  the  manufacture  of 
steel. 

The  announcement  of  this  arrangement  practically  demoralized 
the  ore  industry  for  the  time  being.  Prices  of  iron-mining  stocks 
dropped  sharply.  In  this  connection  it  may  be  noted  that  Henry  W. 
Oliver,  in  a  letter  to  H.  C.  Frick,  chairman  of  the  Carnegie  Steel 
Company  (Ltd.),  under  date  of  July  27,  1897,  said:  ^ 

I  desire  to  impress  upon  you  the  fact,  that  if  it  had  not  been 
for  our  Rockefeller-Mesabi  deal  of  last  year,  with  the  consequent 
demoralization  in  the  trade  caused  by  the  publication  thereof,  it 
would  not  have  been  possible  for  us  to  now  secure  the  other 
Range  properties  I  propose  to  acquire,  either  by  lease  or  for  any 
reasonable  price.  We  simply  knocked  the  price  of  ore  from  $4 
down  to,  say,  $2.50  per  ton.  Now  let  us  take  advantage  of  our 
action  before  a  season  of  good  times  gives  the  ore  producers 
strength  and  opportunity  to  get  together  by  combination. 

In  the  steel  industry  the  news  of  this  transaction  was  very  generally 
accepted  as  a  depressing  influence  and  as  equivalent  to  a  declaration 
on  the  part  of  the  Carnegie  interests  that  they  proposed  to  put  them- 
selves in  an  impregnable  position  by  effecting  e^'ery  possible  economy 
in  manufacture.  The  Chicago  correspondent  of  the  Iron  Age  re- 
ferred to  the  transaction  as  "  another  decidedly  depressing  influence 
which  is  taken  as  portending  much  lower  prices  in  the  future." 

The  Carnegie  interests  were  not  slow  to  take  advantage  of  this 
situation,  and  they  followed  up  this  deal  by  the  lease  of  a  large  num- 
ber of  other  mining  properties  in  the  Lake  region,  until,  a  few  years 
later,  they  controlled  an  extensive  reserve  tonnage.  The  great  bulk 
of  these  acquisitions  was  through  lease  and  not  by  purchase  in  fee, 
so  that  only  a  comparatively  small  amount  of  capital  was  required 
for  this  purpose.     (See  p.  216.) 

These  leases  of  iron-mining  properties  by  the  Carnegie  concern 
created  a  profound  impression  upon  tlie  trade.  Statements  were 
repeatedly  made  that  the  Carnegie  Steel  Company  (Ltd.)  proposed 

1  "  The  Inside  History  of  the  Carnegie  Steel  Company,"  hy  J.  H.  Bridge.  Mr.  Oliver, 
who  was  closely  allied  with  the  Carnegie  interests,  was  at  that  time  urging  the  purchase 
by  them  of  several  important  Iron  mines. 
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to  make  itself  the  dominating  factor  in  the  industry.^  These  acquisi- 
tions of  ore  property  by  the  Carnegie  interests  were  generally  taken 
by  other  large  steel  manufacturers  as  a  Avarning  to  strengthen  their 
own  positions  with  respect  to  reserves  of  ore  and  coal.  Predictions 
Avere  made  by  trade  authorities  at  the  time  that  the  Carnegie  pur- 
chases would  be  followed  by  a  similar  expansion  or  merger  on  the 
part  of  some  of  the  rivals  of  that  concern.  These  predictions  proved 
to  be  well  founded.  Thus,  in  the  summer  of  1898,  or  within  about 
eighteen  months  after  the  Carnegie-Rockefeller  deal  became  generally 
known,  the  Illinois  Steel  Company  and  the  Minnesota  Iron  Company 
AA'ere  formally  consolidated,  together  with  some  other  properties,  into 
the  Federal  Steel  Company.  (See  p.  117.)  As  already  stated,  the 
OAvnership  of  the  Illinois  and  Minnesota  concerns  had  for  some  time 
been  in  part  in  the  same  hands,  but  the  formal  merger  of  these  prop- 
erties appears  to  have  been  hastened  by  the  aggressive  policy  of  the 
Carnegie  interests.  About  the  same  time,  moreover,  several  other 
consolidations  in  the  steel  trade  were  seriously  considered  and,  al- 
though these  projects  Avere  not  then  consummated,  they  well  illustrate 
a  tendency  which  rapidly  became  general  in  the  industry. 

It  is  not  intended  to  say  that  this  cliange  in  the  policy  of  the  Car- 
negie Steel  Company  (Ltd.)  Avas  a  principal  cause  of  consolidation  in 
the  steel  industry.  Instead,  the  neAV  policy  of  that  concern  Avas  as 
much  a  result  of  broad  changes  in  underlying  trade  conditions  as  a 
cause  of  such  changes.  This  new  departure  on  the  part  of  the 
Carnegie  concern.  hoAvever,  unquestional)]y  did  tend  to  focus  the 
attention  of  the  industry  as  a  Avhole  upon  the  groAving  tendency 
toward  concentration  and  integration,  and  thus  gave  that  tendency  a 
still  further  impetus.  A  special  reason  for  this  Avas  the  practical  con- 
sideration that  these  acquisitions  of  the  Carnegie  Steel  Company 
(Ltd.)  gave  it  many  strategic  advantages  Avhich  tended  to  force  a 
similar  policy  upon  its  rivals  in  mere  self-protection. 

II.    CONSOLIDATION  MOVEMENT,    1898-1900l 

Section  7.  Phenomenal  prog^ress  of  consolidation  in  all  industries  in  these 
years. 
The  rather  general  failure  of  pool  agreements  and  the  growing 
tendency  toward  integration  both  favored  the  progress  of  outright 

1  The  Engineering  and  ilining  Journal,  in  its  issue  of  .Tauuary  2,  1S97.  in  reviewing 
the  iron  and  steel  market  for  ISDO,  said  : 

The  situation  in  the  steel  market  is  now  practically  that  the  Carnegie  company 
controls  its  own  supply  of  ore  ;  controls  at  a  fixed  rate  all  the  I>ake  transportation 
which  it  needs ;  has  well  advanced  toward  completion  a  railroad  line  of  its  own 
from  the  nearest  Lake  port  to  its  I'ittsburg  mills,  on  which  the  cost  of  transpor- 
tation will  be  reduced  to  a  minimum,  and  finally,  through  its  auxiliary,  the  II  C. 
Frick  Company,  controls  the  greater  part  of  the  output  of  the  Connellsville  coke 
region.  With  its  enormous  plant,  to  which  all  the  latest  improvemeuts  and  econ- 
omies have  been  added,  and  with  its  raw  materials  practically  furnished  at  bare 
cost,  this  company  is  not  only  in  a  position  to  make  steel  cheaper  than  any  other 
producer ;  it  is  so  situated  as  to  be  absolutely  in  control  of  the  market,  and  make 
the  prices  of  steel  what  it  will.  Wc  have  had  pools  and  combinations  without 
number  in  the  iron  market  in  this  couutry,  but  never  before  a  position  like  this  in 
which  a  single  company  could  absolutely  dominate  the  trade,  and  make  any  combina- 
tion which  can  be  formed  simply  the  register  of  its  own  wishes.  The  situation  is  not 
altogether  a  comfortable  one,  and  many  are  looking  anxiously  for  ttie  result 
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consolidation  in  the  steel  industry.  In  the  late  nineties  this  move- 
ment assumed  phenomenal  loroportions.  It  was  not,  however,  con- 
fined to  the  iron  and  steel  industry,  but  was  characteristic  of  prac- 
tically all  the  leading  industries  of  the  country  at  that  time.  The 
proportions  of  this  consolidation  "  craze,"  as  it  is  sometimes  termed, 
may  be  appreciated  when  it  is  stated  that  the  authorized  capitaliza- 
tion of  industrial  consolidations,  exclusive  of  consolidations  of  steam 
railways,  street  railways,  gas,  electric  lighting,  and  similar  public- 
utility  concerns,  exceeded  for  the  single  year  1899  a  total  of  $2,000,- 
000,000.^  This  enormous  figure,  however,  really  gives  only  an  inade- 
quate idea  of  the  extent  of  consolidation  in  that  year,  since  other 
similar  projects,  representing  in  the  aggregate  a  capitalization  of 
over  $1,000,000,000,  were  seriously  undertaken,  but  finally  abandoned 
or  deferred,  largely  owing  to  unfavorable  developments  in  the  stock 
and  money  markets,  which  in  turn  were  chiefly  attributable  to  the 
enormous  congestion  of  securities  created  in  that  year. 

Section  8.  Extent  of  consolidation  in  the  iron  and  steel  industry  in  these 
years. 

The  extent  of  consolidation  in  the  iron  and  steel  industry  in  the 
three  years  1898-1900  was  such  as  to  transfer  to  less  than  a  dozen 
concerns  more  than  one-half  of  the  steel-making  capacity  of  the 
country,  so  far  as  primary  products  are  concerned.  Three  important 
concerns — the  Federal  Steel  Company  (see  p.  87),  the  Carnegie  Com- 
pany of  New  Jersey  (a  reorganization  of  the  former  Carnegie  and 
Frick  interests),  and  the  National  Steel  Company  (a  merger  of 
several  crude  steel  manufacturers  competing  with  the  Carnegie  and 
P^ederal  concerns,  chiefly  in  Ohio) — together  secured  probably  not 
less  than  45  per  cent  of  the  steel-ingot  production  of  the  country. 
Over  90  per  cent  of  the  wire  and  wire-nail  business  was  transferred 
to  a  single  concern,  the  American  Steel  and  Wire  Company  of  New 
Jersey.^  A  large  percentage  of  the  production  of  welded  tubes  and 
bridge  fabrication  was  acquired  by  the  National  Tube  Company  and 
the  American  Bridge  Company,  respectivelyj  while  the  American  Tin 
Plate  Company  secured  a  practically  complete  monopoly  of  its 
branch  of  the  industry.  The  greater  part  of  the  sheet-steel  business 
was  similarly  transferred  to  a  single  organization,  the  American 
Sheet  Steel  Company,  while  a  smaller  combination,  the  American 
Steel  Hoop  Company,  merged  the  leading  makers  of  steel  hoops  and 
cotton  ties.  Mention  may  also  be  made  of  the  Shelby  Steel  Tube 
Company,  a  consolidation  of  practically  all  manufacturers  of  seam- 
less tubing.    Besides  these  consolidations  which,  as  shown  later,  were 

1  Journal  of  Commerce  and  Commercial  Bulletin  of  December  30,  1899. 

2  This  concern,  as  pointed  out  on  page  91,  was  preceded  by  a  smaller,  but  Important, 
consolidation,  the  American  Steel  and  Wire  Company  of  Illinois. 
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acquired  by  the  United  States  Steel  Corporation,  several  others  were 
formed  in  the  iron  and  steel  industry  at  this  time. 

Some  idea  of  the  extent  of  the  consolidation  movement  in  that 
industry,  as  well  as  the  enormous  issue  of  securities  which  accompanied 
it,  is  afforded  by  the  following  table,  which  gives  the  leading  iron 
and  steel  consolidations  and  their  stock  and  bond  issues.  For  con- 
venience, the  concerns  given  in  the  table  are  segregated  into  those 
which  were  later  merged  into  the  United  States  Steel  Corporation 
and  those  which  were  not.  The  authorized  instead  of  the  issued 
capitalization  is  given.  In  most  cases  practically  the  entire  amounts 
of  stock  authorized  were  actually  issued.  A  conspicuous  exception 
occurred  in  the  case  of  the  Federal  Steel  Company,  which  issued 
only  about  one-half  of  its  $200,000,000  stock.  About  $4,500,000  of 
each  class  of  the  stock  of  the  American  Bridge  Company  was  unissued^ 
and  several  millions  in  the  case  of  the  American  Tin  Plate  Company, 
the  American  Sheet  Steel  Company,  the  Eepublic  Iron  and  Steel 
Company,  the  United  States  Cast  Iron  Pipe  and  Foundry  Company, 
and  a  few  others.  The  exact  amounts  of  stock  issued  by  most  of 
these  concerns  appear  elsewhere  in  the  report. 

Table  1.— LEADING  CONSOLIDATIONS  IN  THE  IRON  AND  STEEL  INDUSTRY,  1898-1900. 
A.   Consolidations  later  mcrrjcd  into  the  United  States  Steel  Corporation.  ^ 


Name  and  year  of  organization. 


Preferred 
stoclt. 


Common 
stoclc. 


Bonds. 


1898. 
American  Steel  and  Wire  Company  of  Illinois  2. 

Federal  Steel  Company 

American  Tin  Plate  Company 


1899. 
American  Steel  and  Wire  Company  of  New  Jersey. 

American  Steel  Hoop  Company 

National  Steel  Company 

National  Tube  Company 


1900. 

American  Bridge  Company 

American  Sheet  Steel  Company 

Carnegie  Company  of  New  Jersey  6. 
Shelby  Steel  Tube  Company 


Total. 


812,000,000 
100,000,000 
20,000,000 

40,000,000 
14,000,000 
27,000,000 
40,000,000 

35,000,000 
26,000,000 


6,000,000 


$12,000,000 
100,000,000 
30,000,000 

50,000,000 
19,000,000 
32,000,000 
40,000,000 

35,000,000 

26,000,000 

160,000,000 

9,000,000 


3 $30,217,179 
8  273,000 

3  130,656 


»<  2,561,000 


a  156,000 

3  2,000,000 

6  185,081,813 


320,000,000 


513,000,000 


220,419, 648 


1  As  noted  in  the  te.xt,  in  most  cases  practically  all  of  the  authorized  securities  Avere  actually  issued.  The 
most  conspicuous  exceptions  in  this  list  were  the  Federal  Steel  Company,  which  issued  rather  less  than 
$100,000,000  of  stock;  the  American  Bridge  Company,  which  issued  originally  about  $30,500,000  of  each 
class;  and  the  American  Tin  Plate  Company,  which  retained  in  its  treasury  about  $2,000,000  preferred  and 
$2,000,000  common  stoclc. 

2  This  Illinois  company  was  in  1899  merged  into  the  New  Jersey  concern  of  the  same  name. 

3  Underlying  bonds. 

i  Does  not  include  $6,418,700  indebtedness  incurred  shortly  after  the  organization  of  the  company. 

6  This  company  was  a  consolidation  of  interests,  most  of  which  were  previously  afflliated  and  not  com- 
peting. 

« Including,  in  addition  to  the  $160,000,000  bond  issue  of  the  Carnegie  Company  of  New  Jersey,  $25  081  813 
of  underlying  indebtedness,  this  including  purchase-money  obligations,  and  not  merely  bonds'. 
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Table  1.— LEADING  CONSOLIDATIONS  IN  THE  IRON  AND  STEEL  INDUSTRY,  1898-1900— 

Continued. 

B.   Consoliilutions  not  subsequenllii  merged  into  the  UiiUed  States  ,Stcel  Corporation.'- 


Name  and  year  of  organization. 


Preferred 
stooli;. 


Common 
Btoclc. 


Bonds. 


1899. 

American  Car  and  Foundry  Company 

American  Iron  and  Steel  Manufacturing  Company  !. . . 

Empire  Steel  and  Iron  Company  ! 

National  Enameling  and  Stamping  Company 

Pressed  Steel  Car  Company 

Republic  Iron  and  Steel  Company 

Sloss-ShefEeld  Steel  and  Iron  Company 

United  States  Cast-Iron  Pipe  and  Foundry  Company. . 
Virginia  Iron,  Coal  and  Coke  Company 

1900. 
Crucible  Steel  Company  of  America. 


S30, 
3. 
5, 
10, 
12, 
25, 
10, 
15, 


000,000 
000,000 
000,000 
000,000 
600,000 
000,000 
000,000 
000,000 


830,000,000 
17,000,000 
5,000,000 
20,000,000 
12,500,000 
30,000,000 
10,000,000 
15,000,000 
10,000,000 


8S6O0,O00 


8  3,835,000 
10,000,000 


25,000,000 


Total. 


135,500,000 


174,  500, 000 


14,435,000 


1  Several  of  the  concerns  in  this  group  had  not  issued  the  full  amount  of  their  capitalization.  The  most 
conspicuous  instances  were  the  National  Enameliug  and  Stamping  Company,  which  had  issued  about 
521,700,000  of  its  stock;  the  Sloss-Sheffleld  Steel  and  Iron  Company,  the  issued  stock  of  which  was  814,200,000; 
and  the  Republic  Iron  and  Steel  Company,  which  retained  in  its  treasury  about  $7,500,000  of  its  stock. 

» The  capitalization  of  these  concerns  was  later  reduced. 

3  Underlying  bonds. 

The  companies  here  given  are  chiefly  those  producing  crude  steel 
and  the  less  highly  finished  forms  of  iron  and  steel  products,  such 
as  rails,  beams,  bars,  nails,  tin  plate,  sheets,  and  pipe.  The  table 
does  not  include  a  large  number  of  consolidations  in  the  machinery 
trade  or  similar  branches  of  the  industry — such,  for  example,  as  the 
American  Bicycle  Company,  with  $30,000,000  capital;  the  Otis  Ele- 
vator Company,  with  $11,000,000  capital;  the  International  Steam 
Pump  Company,  with  $27,500,000  capital;  the  American  Radiator 
Company,  with  $10,000,000;  the  United  Shoe  Machinery  Company, 
with  $25,000,000 ;  not  to  mention  many  others  of  almost  equal  size.^ 

A  discussion  of  the  enormous  overvaluation  involved  in  these 
figures  of  capitalization  is  reserved  for  the  later  chapters.  It  is 
sufficient  to  point  out  here  that  the  issues  of  securities  greatly  ex- 
ceeded the  value  of  the  assets  acquired.  This  is  indeed  shown  by  the 
mere  statement  that  a  very  common  practice  in  the  organization  of 
these  concerns  was  to  issue  preferred  stock  up  to  the  full  appraised 
value  of  all  the  assets,  including  working  capital,  and  in  addition  an 
equal  amount  of  common  stock  as  a  bonus,  over  and  above  which  also 
large  amounts  of  stock — frequently  millions  of  dollars — were  often 
issued  to  the  promoters  of  these  consolidations  for  their  ''  com- 
mission." 

iThe  figures  of  capital  stock  issues  here  civen  are  the  amounts  authorized  at  the  time 
these  companies  were  organized.     In  most  cases  they  have  been  increased. 
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Section  9.  General  causes  of  consolidation  in  the  steel  industry,  1898- 
1900. 

^■\Tiile  the  failure  of  the  various  pools  in  the  iron  and  steel  trade 
to  establish  permanently  effective  control  over  the  production  and 
prices  of  iron  and  steel  products  was  undoubtedly  an  important  cause 
of  outright  consolidation  as  a  surer  method  of  restricting  or  elimi- 
nating competition,  consolidation  was  not,  however,  resorted  to  for 
this  purpose  alone.  The  underlying  causes  of  consolidation  in  the 
steel  industry,  which  were  substantially  the  same  as  those  operating 
in  other  great  industries,  may  be  defined  as  follows : 

1.  The  restriction  of  competition. 

2.  Integration;  that  is,  the  linking-up  of  productive  processes 
through  the  acquisition,  under  one  control,  of  raw  materials  and 
manufacturing  plants  (and  in  some  cases  transportation  facilities), 
and  through  extensions  and  coordination  of  manufacturing  processes. 

3.  The  creation  of  a  great  amount  of  inflated  securities. 

The  first  of  these  causes,  namely,  the  restriction  or  elimination  of 
competition,  was  undoubtedly  the  most  potent.  Indeed,  the  organ- 
izers of  some  of  these  great  consolidations  have  admitted  that  a  de- 
sire to  control  or  eliminate  competition  was  the  chief  reason  for  their 
formation.  This  was  undoubtedly  true  of  many  consolidations  in  the 
steel  industry.  The  iron  and  steel  business  in  the  United  States, 
taken  as  a  whole,  had  been  extremely  profitable,  but  the  acute  and 
extended  commercial  depression  which  occurred  in  the  middle  nine- 
ties sharply  reduced  profits,  and  steel  manufacturers  were  attracted 
to  consolidation  as  a  means  of  increasing  their  returns.  At  the  same 
time,  moreover,  there  occurred  great  changes  in  the  organization  of 
the  industry  and  in  conditions  of  production,  which  resulted  in 
sharper  competition,  generally  speaking,  than  had  previously  pre- 
vailed. It  is  true  that  the  low  prices  in  the  iron  and  steel  trade  at 
this  time  were  largely  due  to  lower  costs  of  production  consequent 
upon  the  changes  in  the  new  conditions  of  production,  particularly 
with  respect  to  the  production  of  the  chief  raw  material — ore — and 
with  respect  to  more  economical  methods  of  manufacture.  !N^ot  all 
produqers,  however,  had  adjusted  themselves  to  these  new  conditions, 
and,  moreover,  the  advantages  of  these  lower  costs  were  largely  offset 
by  severe  competition,  so  that  as  a  whole  there  can  be  no  doubt  that 
profits  in  the  industry  at  this  period  were  comparatively  low. 

Under  these  conditions  it  Avas  difficult  to  maintain  pools.  The  fact 
that  they  were  expressly  prohibited  by  law,  even  though  the  law  was 
not  often  appealed  to,  was  a  further  source  of  weakness  in  such  agree- 
ments. An  outright  consolidation  of  competing  interests,  however, 
promised  to  afford  not  only  a  surer  means  of  restricting  competition 
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(and  one  perhaps  less  likely  to  be  attacked  in  the  courts),  but  at  the 
same  time  to  furnish  other  advantages.^ 

The  second  cause,  nameh',  the  integration  of  industry  (that  is,  the 
opportunity  of  securing  economies  and  commercial  advantages 
through  larger  and  more  highly  coordinated  enterprises),  also  had 
considerable  influence  in  the  formation  of  certain  types  of  consolida- 
tion. This  was  especially  true  in  the  steel  industry,  where  such  in- 
tegration has  been  introduced  to  an  exceptional  degree,  extending 
from  ownership  and  production  of  the  primary  raw  materials  to  the 
manufacture  of  the  finished  product,  and  involving  extraordinary 
improvements  in  methods  of  operation.  The  rapid  industrial  de- 
velopment oi  the  country  and  the  decreasing  charges  for  transporta- 
tion combined  in  the  late  nineties  to  extend  the  available  or  accessible 
marketing  areas  of  all  manufacturing  enterprises,  and  therefore 
favored  a  great  increase  in  the  scale  of  production.  The  technical 
conditions  of  production  also  encouraged  the  development  of  plants 
of  great  capacity,  particularly  the  increasing  substitution  of  ma- 
chinery for  hand  labor;  integration,  moreover,  made  possible  the 
introduction  of  other  important  economies. 

It  is  worth  pointing  out  that  the  technical  economies  of  integration 
were  chiefly  connected  with  combining  and  coordinating  the  suc- 
cessive stages  of  manufacture,  which  resulted  in  the  saving  of  fuel 
for  reheating  the  metal,  of  labor  and  time  in  the  moving  orhandling 
of  material,  and  in  the  utilization  of  by-products,  such  as  blast- 
furnace gas. 

As  distinct  from  economies  thus  brought  about  through  such  en- 
largement and  coordination  of  plants,  consolidation  afforded  a  means 
for  saving  the  payment  of  profits  to  others  on  the  purchase  of  ma- 
terials. A  conspicuous  illustration  of  such  commercial  advantage 
through  integration  is  found  in  the  acquisition  by  large  iron  and 
steel  manufacturers  of  control  of  extensive  reserves  of  raw  mate- 
rials— ore  and  coal.  AA^iereas  in  the  beginning  of  the  nineties  most 
manufacturers,  as  already  stated,  were  largely  dependent  upon  the 
open  market  for  their  requirements  of  ore,  by  the  close  of  the  decade, 
as  a  result  of  this  change,  the  control  of  large  ore  reserves  had  come 
to  be  regarded  as  essential  to  successful  continuance  in  the  industry. 
The  great  bulk  of  the  iron-ore  deposits  of  the  Lake  Superior  region 
had  by  1900  passed  under  the  control  of  less  than  a  dozen  interests, 
chiefly  steel-making  concerns.  The  most  desirable  coking-coal  fields 
of  the  East  had  been  secured,  largely  by  the  same  steel-making  in- 
terests, with  almost  equal  rapidity. 

One  of  the  chief  advantages  to  be  gained  was  the  saving  of  the 
payment  of  profits  to  others  on  such  materials.     In  the  case  of  ore 

1  However,  as  already  pointed  out,  pool  agreements  were  not  entirely  abandoned. 
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in  particular  this  was  an  important  consideration  because  of  the 
rather  effective  control  of  ore  prices  from  time  to  time  by  ore  pools. 
The  acquisition  of  such  supplies  of  raw  material,  and  the  accom- 
panying saving  of  expense  thereby  by  one  interest  practically  forced 
a  similar  policy  upon  others.  If  certain  manufacturers  were  inde- 
pendent of  the  producers  of  raw  materials  or  intermediate  products 
through  the  operation  of  their  own  ore  and  coal  mines,  and  the  pro- 
duction of  their  own  coke,  pig  iron,  and  crude  steel,  etc.,  obviously 
such  manufacturers  as  were  not  in  an  equally  independent  position 
were  exposed  to  considerable  danger  if  the  prices  of  any  one  of  these 
raw  materials  or  intermediate  products  were  raised  to  a  high  level. 
Under  such  circumstances  they  would  be  obliged  to  pay  .high  profits 
to  the  producers  of  such  raw  materials  or  intermediate  products, 
while  they  would  have  to  compete  in  the  sale  of  finished  articles  with 
other  producers  who  were  not  at  that  disadvantage.  Indeed,  it  might 
happen  at  times  that  there  would  be  much  difficulty  in  getting  Jhe 
needed  quantities  of  materials  or  intermediate  products  at  all.  Thus, 
when  the  integration  of  the  various  stages  of  production  is  extended 
to  include  the  mining  of  raw  materials  and  transporting  them  to  the 
manufacturing  plant,  the  advantage  from  integration  is  usually 
commercial  rather  than  technical. 

Of  course,  the  saving  of  the  profits  thus  accomplished  ordinarily 
necessitated  an  additional  investment  on  the  part  of  these  steel  con- 
cerns. Aside  from  any  saving  of  profits,  moreover,  the  advantage  of 
having  the  assurance  at  all  times  of  a  liberal  supply  of  raw  materials 
was  in  itself  important. 

The  third  cause  above  enumerated,  namely,  the  opjDortunity  to  ob- 
tain profits  from  flotation  of  new  securities,  was  undoubtedly  a  very 
important  influence  in  the  consolidation  movement.  Indeed,  the  pro- 
portions of  this  movement  were  largely  determined  by  the  oppor- 
tunity to  market  the  securities  thus  created.  So  long  as  the  demand 
for  such  issues  was  maintained  the  supply  was  steadily  increased. 

The  impoitance  of  this  stock-market  factor  in  the  consolidation 
movement,  whether  in  the  ii'on  and  steel  industry  or  in  other  indus- 
tries, is  too  often  o\'erlooked.  Consolidation,  while  in  large  meas- 
ure an  outgrowth  of  technical  and  industrial  conditions,  was  by  no 
means  exclusively  so.  Instead,  there  was  frequently  a  marked  reluc- 
tance on  the  part  of  owners  to  dispose  of  the  businesses  which  they 
had  built  up,  and  in  many  cases  the  controUhig  inducement  to  sell 
out  was  the  enormous  price  obtainable  in  the  securities  of  these  great 
consolidations. 

The  profits  from  this  source  were  of  two  kinds — first,  those  made  by 
the  manufacturers  who  took  stock  in  the  new  consolidations  for  the 
property  or  businesses  which  they  transferred ;  and,  second,  those  made 
by  the  promoters  of  these  companies.     In  most  cases  the  profit  de- 


UNITED    STATES    STEEL   COEPOHATION.  85 

pended  upon  the  issue  and  sale  to  the  public  of  stocks  and  securities 
of  a  par  value  greatly  in  excess  of  the  aggregate  values  of  the  assets 
of  the  consolidations  thus  formed;  in  other  cases,  the  fact  that  a  con- 
solidation was  so  comprehensive  as  to  give  a  substantial  monopoly  in 
a  particular  branch  of  the  business  made  it  possible  for  the  former 
owners  to  realize  a  liberal  profit  by  retaining  the  inflated  securities 
thus  created,  and  recei\'ing  the  dividends  paid  thereon. 

The  huge  "  commissions,"  so  called,  obtained  by  the  promoters  of 
some  of  these  concerns  are  discussed  elsewhere.  They  frequently 
amounted  to  millions  of  dollars.  (See  pp.  176-180.)  Out  of  the  pro- 
ceeds of  such  stock  commissions  usuallj?^  some  organization  expenses 
had  to  be  met,  but  in  the  main  these  commissions  were  intended  as 
compensation  to  the  promoters  of  these  consolidations.  It  should  be 
noted  that  the  size  of  these  commissions  frequently  was  fixed  by  the 
promoters  themselves,  since  they  determined  the  capitalization  of  the 
consolidated  company. 

Section  10.  General  description  of  principal  consolidations  subsequently 
forming  the  United  States  Steel  Corporation. 

For  a  satisfactory  discussion  of  subsequent  developments  in  the 
iron  and  steel  industry,  a  brief  description  of  some  of  the  principal 
companies  enumerated  in  the  preceding  section  is  desirable,  especially 
those  which,  as  indicated  in  Table  1,  later  constituted  the  United 
States  Steel  Corporation. 

CAENEorE  Company  (or  New  Jersey)  . — This  company  was  formed 
in  March,  1900,  as  a  reorganization  and  merger  of  the  various  Carne- 
gie interests  and  the  H.  C.  Frick  Coke  Company.  (See  p.  150.)  It 
had  an  authorized  capitalization  of  $160,000,000,  and  an  authorized 
bond  issue  of  the  same  amount.  The  new  company  did  not  go  out- 
side of  this  previously  affiliated  group  of  interests,  and  was,  therefore, 
a  reorganization  rather  than  a  consolidation,  in  the  sense  in  which  that 
word  is  commonly  applied  to  many  of  the  large  corporations  under 
discussion.  The  element  of  promotion  was  practically  absent.  The 
reorganization  also  resulted  in  a  higher  degree  of  integration. 
Among  the  more  important  subsidiary  and  allied  concerns  other  than 
the  H.  C.  Frick  Coke  Company  were  the  Oliver  Iron  Mining  Com- 
l^any,  in  which  the  Carnegie  interests  had  by  this  time  acquired  a 
five-sixths  share;  the  Pittsburg,  Bessemer  and  Lake  Erie  Railroad, 
in  which  a  majority  stock  interest  was  owned;  the  Union  Railroad 
Company,  operating  a  terminal  railroad  at  Pittsburg;  and  various 
gas,  water,  and  dock  companies,  as  well  as  other  miscellaneous 
interests. 

The  Carnegie  Company  was  the  largest  single  unit  in  the  steel 
industry  in  the  period  under  discussion.  All  of  its  manufacturing 
properties  were  concentrated  in  or  near  Pittsburg,  this  compactness 
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of  plant  being  a  conspicuous  feature  of  its  organization.  Its  great 
size  had  been  attained  claiefly  by  an  expansion  of  its  own  plants,  or 
by  the  addition  of  concerns  in  correlated  industries,  such  as  coal  and 
transportation,  rather  than  by  the  absorption  of  competitors.  An 
important  exception  to  this  general  statement,  however,  was  the  acqui- 
sition of  the  Duquesne  works.  The  company  was  noted  for  the 
efficiency  of  its  management,  its  financial  strength,  and  conservative 
policy  with  respect  to  the  reinvestment  of  profits  in  the  business,  and 
by  the  fact  that  its  securities  were  not  publicly  on  the  market,  but 
held  by  a  comparatively  few  individuals  who  had  long  been  identified 
with  the  active  conduct  of  the  business.  The  company  was,  in  fact,  a 
close  corporation,  with  practically  no  outside  affiliations. 

The  Carnegie  interests  had  by  the  beginning  of  1900  become  very 
strongly  entrenched  with  respect  to  the  reserves  of  all  the  principal 
raw  materials.  The  company  had  assured  itself  of  a  long-time 
supply  of  very  desirable  ore  in  the  Lake  region.  Most  of  its  acqui- 
sitions had  been  acquired  by  lease  and  had  involved  comparatively 
small  initial  outlay,  the  bulk  of  the  cost  being  paid  in  yearly  install- 
ments in  the  form  of  royalties  (see  p.  21G)  as  the  ore  was  actually 
produced.  "With  respect  to  coal  and  coke  property  the  Carnegie 
interests — ^through  the  H.  C.  Frick  Coke  Company — had  made  very 
extensive  purchases  long  before  the  era  of  consolidation.  On  the 
reorganization  of  the  Carnegie  interests  in  1900  the  H.  C.  Frick 
Coke  Company  held  40,000  acres  of  coking  coal  lands  in  addition  to  a 
large  amount  of  surface  land,  about  11,000  coke  ovens,  aside  from  a 
large  amount  of  mine  equipment,  dwellings,  and  miscellaneous  prop- 
erty. The  coking  coal  lands  owned  by  the  Frick  company  formed 
one  of  the  most  valuable  assets  of  the  Carnegie  concern.  The  Car- 
negie Company  also  had  very  valuable  natural-gas  properties  in  the 
vicinity  of  Pittsburg. 

While  the  company  did  not  control  the  transportation  of  its  ore 
by  rail  from  mines  to  the  head  of  the  Lakes,^  as  did  the  Federal  Steel 
Company,  it  acquired  a  fleet  of  six  Lake  ore  vessels  in  1899,  and 
rapidly  added  others  so  that  by  the  end  of  1900  it  was  in  a  position 
to  transport  a  very  considerable  part  of  its  ore  down  the  Lakes  in  its 
own  boats.  Moreover,  as  early  as  1896,  the  Carnegie  interests  had 
acquired  the  Shenango  and  Lake  Erie  Railroad,  running  from  Con- 
neaut  to  Pittsburg,  and  also  the  Butler  and  Pittsburg  Railroad,  then 
under  construction,  both  of  which  were  consolidated  in  the  latter 
part  of  1896  as  the  Pittsburg,  Bessemer  and  Lake  Erie  Railroad. 

1  The  Carnegie  interests  appear  at  one  time  to  liave  contemplated  the  construction  of 
a  railroad  of  their  own  from  some  of  their  mines  on  the  Mesabi  Range  to  the  head  of  the 
Lakes.  In  the  late  summer  of  1899  they  organized  the  Virginia-Ely  Railroad  Company 
under  Minnesota  laws.  The  project  was,  however,  soon  abandoned,  apparently  as  the 
result  of  further  contracts  made  by  the  Carnegie  concern  with  the  Rockefeller  interests 
for  a  supply  of  ore  and  also  for  the  transportation  of  ore  to  lower  Lake  points.  These 
contracts,  it  should  be  noted,  were  quite  distinct  from  the  Important  arrangement  of  a 
similar  character  made  between  the  same  interests  in  1896,  as  already  described  (See 
p.  76.) 
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Immediately  upon  the  ac([uisition  of  these  railroads,  the  Carnegie 
interests  \'irtually  reconstructed  them  with  a  view  to  effecting  the 
transportation  of  ore  at  a  minimum  cost.  The  size  of  the  equipment,, 
both  engines  and  cars,  was  enormously  increased,  bridges  were 
strengthened,  and  the  road  in  large  measure  rebuilt.  The  most 
modern  methods  of  unloading  ore  from  steamers  to  cars  at  the 
docks  and  from  the  cars  to  furnaces  at  Pittsburg  were  introduced. 
The  result  was  a  very  pronounced  increase  in  the  average  train 
load  and  a  marked  reduction  in  transportation  and  handling  costs 
per  ton. 

It  is  worth  repeating  that  the  Carnegie  interests  long  before  this 
had  owned  the  Union  Railroad,  a  belt  line  in  the  Pittsburg  district, 
which  added  greatly  to  the  efficiency  of  their  plants. 

The  chief  business  of  the  Carnegie  concern  ^  Avas  the  manufacture 
of  heavy  steel  products,  such  as  steel  rails,  plates,  axles,  structural 
steel  and  bridge  material,  and  various  kinds  of  crude  steel  for  the 
trade.  Its  annual  capacity  of  ingots  was  about  3,500,000  tons  and  its 
capacity  of  finished  products  rather  more  than  3,000,000  tons,  thus 
placing  the  company  well  in  advance  of  its  largest  competitor,  the 
Federal  Steel  Company,  with  respect  to  size.  Its  ingot  production 
in  1900  was  about  18  per  cent  of  the  country's  total.  It  conducted 
every  stage  in  the  manufacture  of  its  various  products  from  the  pro- 
duction of  the  raw  materials  uji.  Generally  speaking,  the  Carnegie 
interests,  up  to  the  date  of  the  organization  of  the  New  Jersey  com- 
pany, had  confined  themselves  largely  to  the  manufacture  of  heavier 
steel  products  of  the  character  just  described.  Many  of  its  best  cus- 
tomers were  manufacturers  of  finished  steel,  such  as  wire  products, 
tubular  goods,  tin  plate,  and  sheet  steel.  The  company  was,  however, 
in  a  position  to  engage  at  short  notice  in  the  manufacture  of  more 
highly  finished  products,  a  fact  which,  as  shown  later  (see  p.  104), 
proved  to  be  an  exceedingly  important  consideration  in  bringing 
about 'the  organization  of  the  United  States  Steel  Corporation. 

Federal  Steel  Company. — This  company  was  formed  in  Septem- 
ber, 1898,  with  $200,000,000  authorized  capital  stock  (of  which  about 
$100,000,000  was  issued).  It  was  a  merger,  through  stock  purchase, 
of  the  Illinois  Steel  Company,  operating  several  large  steel  plants  in 
or  near  Chicago  and  another' at  Milwaukee;  the  Minnesota  Iron 
Company,  which  had  extensive  ore  properties  on  the  Vermilion  Range 
and  which  also  owned  the  Duluth  and  Iron  Range  Railroad  and  the 
Minnesota  Steamship  Company,  thus  providing  for  the  transporta- 
tion of  its  ore  from  mines  to  lower  Lake  ports ;  also,  the  Lorain  Steel 
Company  and  the  Johnson  company  (of  Pennsylvania),  with  plants 

^The  Carnegie  Company  of  New  Jersey  was  a  holding  company.  At  its  orgacization 
the  properties  of  the  old  Carnegie  Steel  Company  (Ltd.)  were  placed  under  the  control 
of  a  new  concern,  the  Carnegie  Steel  Company  o£  Pennsylvania.  For  convenience  in  the 
discussion  here  given,  these  intercompany  relationships  are  ignored. 
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at  Lorain,  Ohio,  and  Johnstowji,  Pa.  The  consolidated  company 
also  acquired  the  stock  of  the  Elgin,  Joliet  and  Eastern  Railway,  a 
•  line  of  some  180  miles  intersecting  practically  every  railroad  entering 
Chicago.  This  road  directly  served  the  Joliet  works  of  the  company 
and  afforded  connections  with  its  other  plants.  The  Illinois  Steel 
Company  itself  also  controlled  a  railroad,  the  Chicago,  Lake  Shore 
and  Eastern,  which  connected  its  various  plants  in  and  about  Chicago. 

The  Federal  Steel  Company,  like  the  Carnegie  Company  of  New 
Jersey,  was  a  holding  company.  Although  a  combination,  the  chief 
object  of  its  formation  apparently  Avas  not  so  much  to  eliminate  com- 
petition as  to  secure  an  organization  which  should  to  a  large  extent 
be  independently  situated  with  respect  to  ore,  fuel,  and  transportation, 
as  well  as  manufacturing  plants.^  Moreover,  while  the  two  principal 
constituent  concerns,  the  Illinois  Steel  Company  and  the  Minnesota 
Iron  Company,  had  been  officially  independent  of  each  other,  their 
securities  had  to  some  extent  been  owned  by  the  same  persons,  so 
that  the  consolidation  was  really  a  welding  of  what  might  be  called 
friendly  rather  than  hostile  interests. 

The  similarity  between  the  Federal  Steel  Company  and  the  Car- 
negie Company  extended  to  the  character  of  their  output,  the  princi- 
pal products  of  the  Federal  concern  being  steel  rails,  billets,  plates, 
structural  shapes,  and  other  heavy  lines  and,  like  its  Pittsburg  rival, 
many  of  its  best  customers  were  themselves  steel  manufacturers. 
The  annual  ingot  capacity  of  the  company  at  the  time  of  its  organi- 
zation was  placed  at  about  2,000,000  tons.  Its  production,  however, 
was  considerably  less,  but  represented  about  15  per  cent  of  the  coun- 
try's total  at  the  date  of  its  organization. 

It  will  be  noted  that  the  Federal  Steel  Company's  manufacturing 
properties  were  rather  widely  scattered,  the  company  having  plants 
at  Milwaukee,  Wis.,  Chicago  and  Joliet,  111.,  Lorain,  Ohio,  and  Johns- 
town, Pa.  In  this  respect  it  differed  sharply  from  the  Carnegie 
concern,  all  of  the  manufacturing  properties  of  which  were  compactly 
located  in  the  Pittsburg  district. 

The  extensive  coal  and  ore  properties  brought  into  the  consolida- 
tion by  the  constituent  concerns  were  steadily  added  to  by  the  Fed- 
eral Steel  Company  management,  and  in  numerous  other  ways  the 
policy  of  integration  which  was  already  marked  was  carried  further. 
Through  the  Illinois  Steel  Company  it  acquired  some  additionah  ore 
land  in  the  Lake  region  and  a  considerableB?tract  of  coking  coal  land 
in  the  ConnellsA'ille  district. 

1  In  this  connection  tlie  following  excerpt  from  the  first  annual  report  of  the  company 
may  be  cited  ; 

The  plan  is  fo  own  and  control  sufficient  iron  ore,  coal,  colie.  and  limestone  and 
other  raw  products  to  supply  all  of  the  mills  of  the  constituent  companies  •  to  own 
and  control  adequate  facilities  for  transportation  both  on  land  and  water;  to  man- 
ufacture and  deliver  finished  steel,  and  to  transact  all  business  in  connection  with 
the  same  with  the  greatest  economy. 
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With  respect  to  transportation  facilities,  it  is  apparent  that  the 
Federal  Steel  Company  was  exceptionally  well  situated.  Aside  from 
owning  the  Duluth  and  Iron  Range  Railroad  for  the  transportation 
of  its  ore  from  mines  to  the  head  of  the  Lake,  the  operation  of  the 
company's  various  properties  was  greatly  facilitated  by  its  owner- 
ship of  other  railroad  properties,  particularly  the  Elgin,  Joliet  and 
Eastern.  Through  the  Minnesota  Iron  Company,  moreover,  the 
Federal  Steel  Company,  at  its  organization,  secured  a  fleet  of  9  steel 
steamers  and  7  steel  barges,  thus  making  the  company  largely  inde- 
pendent of  outside  vessel  interests  for  the  transportation  of  ore  on 
the  Lakes. 

National  Steel  Company. — This  companj',  formed  in  February, 
1899,  with  $59,000,000  capital  stock,  all  but  $1,000,000  of  which  was 
issued  at  the  time,  ranked  next  in  size  to  the  Carnegie  Company  and 
the  Federal  Steel  Company.  It  was  a  consolidation  of  several  large 
concerns,  chiefly  in  Ohio,  making  crude  steel  and  heavy  steel  prod- 
ucts ;  it  also  acquired  two  important  furnace  companies.  It  had  the 
bulk  of  the  crude-steel  capacity  in  the- territory  immediately  west  of 
Pittsburg,  other  than  that  owned  by  the  Federal  Steel  Company. 
While  similar  to  the  Federal  and  Carnegie  companies  in  the  charac- 
ter of  its  output,  the  National  Steel  Company  differed  from  these  in 
that  it  was  distinctly  a  combination  of  previously  competing  con- 
cerns. A  heavy  stock  bonus  to  the  promoters  was  another  conspicu- 
ous feature  of  its  organization.  The  company  was  organized  by 
W.  H.  Moore,  who  had  also  promoted  the  American  Tin  Plate  Com- 
pany, and  who,  prior  to  carrying  through  that  deal,  had  never  been 
prominently  identified  with  the  iron  and  steel  industry. 

The  company's  total  annual  pig-iron  capacity  in  1899  was  in  the 
neighborhood  of  2,000,000  tons,  and  its  capacity  for  steel  about 
1,700,000  tons.  Its  output  of  crude  steel  was  about  12  per  cent  of  the 
country's  total.  Its  production  was  largely  confined  to  semifinished 
steel,  such  as  billets,  sheet  bars,  and  tin-plate  bars,  rather  than  finished 
products,  even  in  the  heavier  lines.  The  company  had  a  ready 
market  for  its  steel  production  in  these  cruder  forms  because  of  its 
close  affiliation  with  the  American  Tin  Plate  Company  and  the 
American  Steel  Hoop  Company,  and  also  with  the  American  Sheet 
Steel  Company,  organized  in  1900,  all  so-called  "Moore  concerns." 
The  last  three  companies,  and  particularly  the  Tin  Plate  and  the 
Sheet  Steel  companies,  depended  largely  upon  the  National  Steel 
Company  for  their  raw  material. 

Through  the  Ohio  Steel  Company,  one  of  its  constituent  concerns, 
the  National  Steel  Company  secured  a  one-fourth  interest  in  a  lease 
of  the  Biwabik  mine,  on  the  Mesabi  Range.  Shortly  after  its  organ- 
ization the  consolidated  company  bought  the  Chapin  mine,  a  valuable 
and  extensive  property,  and  also  the  Winthrop,  these  purchases 
4525°— 11 8 
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including  9  ore  steamers.  It  also  acquired  furnace  and  coke  prop- 
erty from  the  Oliver  &  Snyder  Steel  Company,  and,  in  addition,  a 
twenty-year  contract  for  a  one-sixth  interest  in  the  ore  production 
of  the  Oliver  Iron  Mining  Company,  the  other  five-sixths  being 
secured  by  the  Carnegie  interests  through  ownership  of  a  similar 
proportion  of  the  stock  of  the  Oliver  concern.  (The  National  Steel 
Company  did  not  acquire  any  interest  in  the  Oliver  company's  stock.) 
Thus,  at  the  outset,  the  company  adopted  a  vigorous  policy  of  integra- 
tion. In  fact,  integration  was  carried  by  this  company  to  a  point 
which  fairly  put  it  in  the  same  general  class  with  the  Carnegie 
Company  and  the  Federal  Steel  Company. 

Furthermore,  the  close  relationships  among  the  four  "  Moore  "  com- 
panies gave  the  group  as  a  whole  a  further  degree  of  integration, 
particularly  with  respect  to  finished  lines;  that  is  to  say,  these  com- 
panies as  a  group  carried  the  production  of  steel  into  more  highly 
elaborated  forms  than  even  the  Carnegie  or  Federal  concerns. 

American  Tin  Plate  Compant. — The  American  Tin  Plate  Com- 
pany t3rpifies  that  class  of  consolidations  which  were  distinctly  lack- 
ing from  the  standpoint  of  integration  of  productive  processes,  and 
which  were  primarily  designed  to  control  or  eliminate  competition  in 
the  sale  of  products.  The  element  of  promotion  profits  was  also  a 
conspicuous  feature  of  its  organization,  no  less  than  $10,000,000  of 
its  $46,325,000  issued  stock  going  for  this  purpose.     (See  p.  178.) 

The  tin-plate  industry  had  had  a  phenomenally  rapid  growth, 
largely  owing,  no  doubt,  to  the  heavy  import  duty  placed  upon  tin 
plate  in  the  McKinley  tariff.  Indeed,  the  industry  developed  so  rap- 
idly that  by  the  late  nineties  the  country's  output  was  practically  suf- 
ficient for  the  home  market.^  This  great  increase  in  production  was 
followed  by  extremely  severe  competition  and  sharp  reductions  in 
prices.  The  leading  officers  of  the  American  Tin  Plate  Company,  in 
subsequent  testimony  before  the  Industrial  Commission,  made  no 
secret  of  the  fact  that  a  desire  to  restrict  competition  was  largely  re- 
sponsible for  its  organization. 

As  already  stated,  the  company  was  organized  by  W.  H.  Moore  in 
the  latter  part  of  1898.  It  acquired  39  different  plants,  embracing 
altogether  279  mills.  This  comprised  almost  every  concern  making 
tin  plate  at  the  time,  and  the  new  company  had  a  closer  approach  to 
monopoly  than  did  any  other  large  steel  consolidation ;  indeed,  it  may 
fairly  be  termed  a  monopoly  so  far  as  the  industry  in  this  country 
was  concerned. 

The  policy  of  eliminating  competition  was  still  further  manifested 
by  negotiations  undertaken  by  the  company  almost  immediately  after 
its  formation  to  control  the  supply  of  tin-plate  machinery,  with  a 

1  Occasional  exports  of  tin  plate  had,  Indeed,  been  made ;  on  the  other  hand,  some  foreign 
tin  plate  was  still  sent  to  the  Pacific  coast,  the  relatively  low  rate  by  sailing  vessel  enabling 
British  makers  to  compete  in  that  section  with  the  American  product. 
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view  of  preventing  the  construction  of  independent  tin-plate  mills. 
In  this  it  was  not  altogether  successful.  A  number  of  independent 
concerns  were  started ;  several  of  these,  however,  were  speedily  bought 
up  by  tlie  consolidated  companj',  which,  for  several  years,  maintained 
not  only  a  dominating,  but  substantially  a  monopolistic  position  in 
its  branch  of  the  steel  industry. 

The  company  made  practically  a  single  product — tin  and  terne 
plate.  As  just  shown,  it  purchased  the  semifinished  steel  which  it 
needed,  largely  from  the  National  Steel  Company,  with  which  it  was 
closely  affiliated  through  more  or  less  common  management. 

American  Steel  Hoop  Company. — This  company  was  organized 
in  April,  1899,  with  $33,000,000  capital  stock,  all  issued.  It  was  pri- 
marily a  combination  of  previously  competing  concerns,  and  a  desire 
to  limit  competition  and  afford  a  large  profit  to  the  promoters  was 
undoubtedly  the  ruling  motive  in  its  organization,  which  was  con- 
ducted by  AV.  H.  Moore,  together  with  other  interests.  The  company 
was  a  consolidation  of  9  concerns  operating  blast  furnaces  and  roll- 
ing mills ;  its  principal  products  were  iron  and  steel  bars,  hoops  and 
bands,  cotton  ties,  and  iron  skelp.  It  was  comparatively  small,  with 
an  annual  output  of  about  700,000  tons  of  finished  product,  exclusive 
of  some  surjDlus  pig  iron. 

Shortly  after  its  organization  the  company  strengthened  its  posi- 
tion by  the  acquisition  of  important  ore  and  coke  supplies.  As  pre- 
viously stated,  it  was  closely  affiliated  with  the  National  Steel  Com- 
pany. 

American  Sheet  Steel  Company. — This  corporation,  organized 
early  in  1900,  was  also  one  of  the  group  of  "  Moore  "  steel  companies.^ 
It  had  $5:2,000,000  authorized  capital  stock,  of  which  $49,000,000  was 
issued.  It  was  virtually  a  counterpart  of  the  American  Tin  Plate 
Company,  in  that  it  was  organized  to  consolidate  previously  com- 
peting concerns,  and  in  that  it  was  engaged  in  the  manufacture  of 
practically  a  single  product — sheets.  Its  annual  capacity  was  in  the 
neighborhood  of  500,000  tons,  this  representing  about  70  per  cent  of 
the  country's  total  capacity  at  the  time  of  its  organization.  The 
element  of  integration  was  hardly  present  in  its  case. 

American  Steel  and  Wire  Company  of  New  Jersey. — This 
company  also  falls  in  that  class  of  consolidations  which  were  chiefly 
due  to  a  desire  to  restrict  competition  and  to  realize  a  large  promo- 
tion profit.  The  collapse  of  the  wire  nail  pool  in  the  latter  part  of 
1896,  as  already  pointed  out,  was  followed  by  sharp  price  reductions, 
which  promptly  led  to  new  efforts  to  effect  a  combination  in  the  in- 
dustry along  more  permanent  lines.  In  March,  1898,  several  of  the 
larger  wire  concerns  were  merged  into  a  $24,000,000  concern — the 

1  The  Moore  interests  subsequently  organized  tlie  American  Can  Company.     This  was 
not  acquired  by  the  United  States  Steel  Corporation. 
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American  Steel  and  Wire  Company  of  Illinois.  Within  a  year  this 
company  was  consolidated  with  most  of  the  outside  wire  makers  into 
the  American  Steel  and  Wire  Company  of  New  Jersey,  with 
$90,000,000  of  capital  stock,  all  issued.  ,      u  j 

The  company's  chief  products  were  wire  nails,  plain  wire,  barbed 
wire  and  wire  fencing.  It  had  a  rod-mill  capacity  of  something 
over'1,100,000  tons  and  a  capacity  for  wire  nails  of  rather  more  than 

10,500,000  kegs.^  ^     .  -^ 

The  company  at  its  organization  produced  a  part  of  its  require- 
ments of  pig  iron  and  crude  steel,-  so  that  it  enjoyed  some  degree  of 
integration  from  the  start.  It  immediately  strengthened  its  posi- 
tion in  this  respect  by  the  acquisition  of  extensive  ore  properties  m 
the  Lake  region  and  considerable  coking-coal  and  other  coal  land  m 
Pennsylvania.  One  iron-ore  mine  alone,  the  Sauntry,  was  estmiated 
to  contain  anywhere  from  25,000,000  to  over  75,000,000  tons.  In  a 
listing  application  submitted  to  the  New  York  Stock  Exchange  in 
August,  1899,  or  about  six  months  after  its  organization,  the  com- 
pany estimated  its  reserve  supply  of  coking  coal  to  be  at  least 
125,000,000  tons.  Several  hundred  coke  ovens  were  then  in  operation 
and  more  under  construction.  Somewhat  later  the  company  acquired 
an  important  fleet  of  vessels  on  the  Great  Lakes.     (See  p.  131.) 

National  Tube  Company.— This  company,  formed  in  June,  1899, 
with  $80,000,000  capital  stock,  all  of  which  was  issued,  owed  its 
organization  chiefly  to  a  desire  to  restrict  competition  and  to  the 
activity  of  promoters.  It  was  a  merger  of  13  concerns.  The  largest 
of  these  was  the  National  Tube  Works  Company,  which  had  built  up 
very  comprehensive  plants  at  Pittsburg  and  McKeesport,  comprising 
blast  furnaces,  steel  works,  and  rolling  mills.  (See  p.  142.)  The 
Riverside  Iron  '\¥orks,  another  large  concern  also  acquired,  had 
plants  at  Wheeling  and  Benwood,  W.  Va.,  and  Steubenville,  Ohio. 
It  also  owned  considerable  coking-coal  property.  Most  of  the  other 
constituent  concerns  were  smaller. 

The  principal  product  of  the  company  was  iron  and  steel  wrought 
tubing.  Its  aggregate  capacity  was  officially  given  in  a  listing  state- 
ment to  the  New  York  Stock  Exchange  in  February,  1900,  at  over 
1,000,000  tons,  or  about  90  per  cent  of  the  country's  total.  It  appears, 
however,  that  this  was  an  overstatement,  and  that  its  proportion  was 
perhaps  not  over  75  per  cent.  As  shown  later,  the  company  was 
exceptionally  successful,  and  this  notwithstanding  the  fact  that  it 
did  not  carry  the  policy  of  integration  as  far  as  did  some  of  the  other 
large  consolidations  just  described.  Wliile  affiliated  through  banking 
connections  with  the  Federal  Steel  Company  (see  p.  105),  the  location 
of  most  of  the  National  Tube  Company's  plants  was  such  that  it 
depended  very  largely  upon  the  Carnegie  Company  for  a  supply 
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of  the  semifinished  steel  products  which  constituted  its  raw  mate- 
rial. Later,  however,  the  company  planned  to  make  itself  more  inde- 
pendent in  this  respect  by  the  construction  of  additional  steel  plants 
and  rolling  mills  for  the  production  of  semifinished  steel.  This 
change  in  policy,  as  shown  later,  had  an  important  bearing  upon  the 
organization  of  the  United  States  Steel  Corporation.     (See  p.  103.) 

Ajierkan  Bridge  Cojipany. — This  company,  with  $70,000,000 
authorized  capital  stock,  of  which  about  $63,000,000  was  issued,  falls 
in  the  same  general  class  as  the  American  Tin  Plate  Company,  the 
American  Sheet  Steel  Company,  the  American  Steel  and  Wire  Com- 
pany, and  the  National  Tube  Company,  in  that  it  was  a  consolidation 
of  previously  competing  concerns.  The  plants  entering  the  combi- 
nation were  unrelated  units  dependent  upon  the  larger  steel  manu- 
facturers for  the  steel  which  constituted  their  raw  material,  and  the 
company  was  conspicuously  undeveloped  from  the  standpoint  of 
integration  of  productive  processes.  It  was  concerned  with  a  spe- 
cialty; that  is,  as  the  name  indicates,  the  erection  of  bridges.  It  also 
engaged  extensively  in  the  erection  of  steel  construction  for  build- 
ings. Its  annual  capacity  was  about  600,000  tons.  It  did  not  have 
as  high  a  degree  of  control  as  some  of  the  other  consolidations  here 
discussed. 

The  American  Bridge  Company,  through  banking  connections,  was 
affiliated  with  the  Federal  Steel  Company  and  the  National  Tube 
Company,  these  three  concerns  often  being  spoken  of  as  "  Morgan  " 
companies.  There  was  no  such  marked  affiliation  from  a  manufac- 
turing standpoint,  however,  as  noted  in  the  case  of  the  "  Moore " 
companies.  This,  as  just  shown,  was  partly  due  to  the  western  loca- 
tion of  the  principal  steel  works  of  the  Federal  Steel  Company, 
which  made  it  impracticable  to  supply  the  Tube  and  Bridge  con- 
cerns with  their  requirements  of  steel  in  competition  with  the  Car- 
negie Company  and  other  eastern  concerns. 

Shelby  Steel  Tube  Company. — This  company,  capitalized  at 
$15,000,000,  was  a  consolidation  of  practically  all  the  important  con- 
cerns engaged  in  the  manufacture  of  drawn  or  seamless  tubing.  A 
preliminary  consolidation  of  several  seamless-tube  companies  was 
formed  in  1897  under  a  Pennsylvania  charter;  the  new  concern 
claimed  to  have  about  90  per  cent  of  the  country's  output  at  that 
time.  In  1899  several  other  concerns  were  acquired,  and  in  1900 
the  company  was  reorganized  under  New  Jersey  laws.  The  companj^, 
it  will  be  seen,  manufactured  a  specialty,  and  it  depended  on  other 
steel  concerns  for  its  supply  of  crude  steel.  In  its  own  field  it  had 
for  a  time  a  substantial  monopoly.  Later  the  National  Tube  Com- 
pany took  up  the  manufacture  of  seamless  tubing,  and  apparently 
cut  into  the  business  of  the  Shellij^  concern  heavily. 

Lake  Superior  Consolidated  Iron  Mines. — This  company,  or- 
ganized in  1893,  was  largely  owned  by  Standard  Oil  capitalists.     Its 
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outstanding  capital  stock  in  1901  was  about  $29,400,000,  all  of  one 
class.  It.  was  not  engaged  in  manufacturing  in  any  way,  but  was 
simply  an  ore-producing  and  transportation  concern.  It  was  virtu- 
ally the  counterpart  of  the  Minnesota  Iron  Company  in  that  it  had 
extensive  holdings  of  valuable  iron-ore  properties  and  an  important 
ore-carrying  road— the  Duluth,  Jlissabe  and  Northern.  The  con- 
trolling interest  in  this  company,  furthermore,  was  the  owner  of  the 
largest  fleet  of  ore  vessels  on  the  Great  Lakes.  (See  p.  149.)  As 
shown  above,  the  company  in  1896  entered  into  a  very  important  ore 
contract  with  the  Carnegie  Steel  Company  (Ltd.) .  On  account  of  its 
vast  holdings  of  ore  and  its  large  transportation  interests,  the  Lake 
Superior  Consolidated  Iron  Mines  occupied  an  exceedingly  impor- 
tant position  in  the  ore  industry,  and  one  which  enabled  it  to  secure 
favorable  terms  from  the  United  States  Steel  Corporation  when  it 
was  acquired  by  that  concern  in  1901. 

Section  11.  Other  principal  consolidations  and  companies  in  the  steel 
industry. 

Aside  from  the  companies  discussed  in  the  preceding  section,  which 
were  later  acquired  bj'  the  United  States  Steel  Corporation,  a  number 
of  other  important  consolidations  in  the  steel  industry  were,  as  shown 
in  Table  1,  on  page  SI,  organized  in  the  late  nineties.  The  more 
important  of  these  concerns  engaged  in  the  manufacture  of  primary 
products  were  the  Republic  Iron  and  Steel  Company  and  the  Sloss- 
ShefReld  Steel  and  Iron  Company. 

Republic  Iron  and  Steel  Company. — This  comijany,  incorporated 
in  New  Jersey  in  May,  1800,  with  $47,500,000  issued  stock  was  a  con- 
solidation of  iron  rolling  mills  chiefly  in  Ohio  and  Indiana ;  it  also 
took  in  some  plants  in  the  Birmingham  district.  In  all  it  included  5 
blast  furnaces  and  about  30  rolling  mills.  Its  capacity  of  bar-iron 
and  rolled-iron  products  at  its  organization  was  approximately 
1,000,000  tons. 

The  primary  object  of  this  consolidation  was  restriction  of  com- 
petition. A  large  stock  bonus  to  the  promoters  was  also  a  feature  of 
its  organization.  However,  the  company  even  at  its  formation 
showed  some  degree  of  integration.  Through  subsidiary  concerns 
it  acquired  several  iron  mines  in  the  Lake  Superior  district,  as  well 
as  coke  property  in  the  Connellsville  region.  It  also  had  some 
southern  ore  and  coal  properties.  Shortly  after  its  organization  a 
vigorous  policy  of  concentration  was  adopted.  A  large  number  of 
rolling  mills  which  were  poorly  equipped  or  badly  located  were  dis- 
mantled and  abandoned,  and  in  their  stead  the  company  erected  a 
large  steel  plant,  at  Youngstown,  Ohio. 

Sloss-Sheffield  Steel  and  Iron  Compant. — This  company,  in- 
corporated in  August,  1899,  was  a  consolidation  of  blast  furnaces  at 
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Sheffield,  Birmingham,  and  Florence,  Ala.  The  chief  motive  of  its 
organization  was  a  desire  to  secure  greater  integration  and  particu- 
larly to  obtain  control  of  additional  coal  and  ore  properties.  The 
company  dealt  extensively  in  steam  coal.  It  also  had  a  large  num- 
ber of  coke  ovens,  with  an  annual  capacity  of  over  350,000  net  tons; 
its  pig-iron  capacity  (gross  tons)  was  about  the  same.  The  company 
has  never  manufactured  steel.  The  authorized  capital  stock  of  the 
company  was  $20,000,000.  of  which  about  $14,200,000  was  issued. 

Section  12.  Expansion  by  older  iron  and  steel  concerns. 

Concurren.tly  with  this  organization  of  great  consolidations,  there 
occurred  a  reorganization  and  expansion  of  several  other  large  con- 
cerns in  the  iron  and  steel  industry.  The  more  important  instances 
of  this  sort  are  summarized  in  the  following  table : 


Table 


. — ItEORGANIZATIOXS   AND   EXPANSIONS   OF    IMPORTANT    IRON- 
STEEL  COMPANIES  NOT    NEW  CONSOLIDATIONS,    1898-1900. 


AND 


Company. 


Authorized  capitalization  just  after  time 
of  readjustment. 


Preferred 
stock. 


Common 
stock. 


Bonds. 


Cambria  Steel  Company 

Colorado  Fuel  and  Iron  Company* 

Jones  &  Laughlins  (Ltd.)  < 

Lackawanna  Iron  and  Steel  Company  & 

Pennsylvania  Steel  Company 

Tennessee  Coal,  Iron  and  Railroad  Company. 


$2,000,000 


2.5,000,000 
1,000,000 


'$50,000,000 
23,000,000 
20,000,000 
25.000,000 
25,000,000 
23,000,000 


'$6,950,000 


«  7,000,000 
12, 603, 000 


'  The  original  company  of  this  name  was  incorporated  in  1898  with  a  capital  of  516,000,000  to  lease  the 
Cambria  Iron  Company.    The  company  was  reorganized  with  the  above  authorized  capital  in  1901. 

*  This  company  was  incorporated  in  1892.  In  1899,  however,  it  effected  a  rearrangement  of  its  finances, 
its  capitalization  being  increased  to  the  figures  shown  above.  Since  then  there  has  been  a  further  increase 
in  capitalization. 

3  Including  underlying  bonds. 

<  This  company,  which  was  organized  in  April,  1900,  to  succeed  the  former  partnership,  became  in  August, 
1902,  the  Jones  &  Laughlin  Steel  Company,  with  a  capital  of  $30,000,000  and  an  authorized  bond  issue  of 
510,000,000.    The  bond  issue  was  subsequently  increased. 

^  This  company  was  an  expansion  of  the  Lackawanna  Iron  and  Steel  Company,  of  Pennsylvania,  capital- 
zed  at  $3,750,000.  In  February,  1902,  this  company  was  succeeded  by  the  Lackawanna  Steel  Company  of 
Xew  York,  with  an  authorized  capital  of  $40,000,000,  which  was  later  increased  to  $70,000,000.  The  new 
company  also  has  a  large  bonded  debt. 

« Underlying  bonds. 

Owing  to  the  importance  of  these  companies,  brief  mention  of 
their  organizations  and  operations  may  be  made  at  this  point. 

Jones  li  Laugiilixs  (Ltd.). — The  two  partnerships  of  the  Jones 
&  Laughlin  interests  noted  on  page  64  were  in  1900  consolidated  as 
Jones  &  Laughlins  (Ltd.),  with  a  capital  stock  of  $20,000,000.  The 
companjf  was  at  this  time  a  large  manufacturer  of  billets  and  other 
crude  steel,  and  the  heavier  classes  of  finished  products,  such  as  bars, 
plates,  angles,  and  certain  special  lines.     The  company  has  since 
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greatly  expanded  the  volume  and  the  scope  of  its  business  and  has 
carried  the  policy  of  integration  to  an  advanced  point,  until  to-day 
it  is  perhaps  the  most  important  factor  in  the  steel  industry  outside 
of  the  United  States  Steel  Corporation. 

Lackawanna  Ieon  and  Steel  Company.— The  Lackawanna  Iron 
and  Steel  Company  in  the  latter  part  of  1899  determined  to  build  a 
lartre  plant  on  Lake  Erie,  near  Buffalo,  and  in  December  of  that  year 
increased  its  capital  stock  from  $3,750,000  to  $25,000,000.  In  1902- 
the  Lackawanna  Steel  Company  (of  New  York)  was  formed  as  the 
central  concern  with  a  capital  stock  of  $40,000,000,  since  increased  to 
$70,000,000,  about  half  of  which  amount  is  issued ;  the  company  has 
also  issued  a  large  amount  of  bonds.  The  company  manufactures 
all  the  heavier  forms  of  steel,  such  as  rails,  bars,  and  beams,  and  it 
also  has  various  finishing  mills  for  lighter  rolled  products.  It  has 
extensive  holdings  of  ore  and  coal  property. 

Pennsylvania  Steel  Company. — In  the  early  part  of  1901  this 
company  (see  p.  64)  was  reorganized  under  New  Jersey  laws  with 
an  authorized  capital  of  $50,000,000,  of  which  $16,500,000  preferred 
and  $10,750,000  common  stock  were  issued.  At  this  time  a  con- 
trolling interest  in  the  company  was  acquired  by  the  Pennsylvania 
Railroad.  The  company  greatly  extended  its  operations,  a  special 
feature  being  the  acquisition  of  the  very  important  Cuban  ore  jarop- 
erty  of  the  Spanish  American  Iron  Company. 

Cambria  Steel  Company. — This  concern  was  organized  in  1898, 
with  a  capital  stock  of  $16,000,000,  to  lease  the  property  of  the  Cam- 
bria Iron  Company  (briefly  described  on  p.  65)  for  a  period  of  999 
years.  Still  later  there  was  a  further  reorganization  and  increase  in 
capitalization.  The  company  later  materially  expanded  its  manu- 
facturing operations.  Its  ore  is  chiefly  derived  from  the  Lake  region, 
where  it  has  important  reserves. 

Tennessee  Coal,  Iron  and  Eailroad  Company. — This  company, 
which,  down  to  1898,  was  concerned  with  the  operation  of  coal  prop- 
erties and  the  manufacture  of  pig  iron,  in  that  year  began  the  con- 
struction of  a  steel  plant  at  Ensley,  Ala.,  for  the  manufacture  of 
basic  open  hearth  steel.  A  large  increase  in  its  investment  was  made 
at  that  time.  The  issued  capital  stock  of  the  company  in  1900  was 
about  $23,000,000  and  there  was  a  bonded  indebtedness  of  about 
$12,000,000.  As  noted  elsewhere,  in  1907  the  Tennessee  Coal,  Iron 
and  Eailroad  Company  was  acquired  by  the  United  States  Steel 
CoqDoration,  but  at  the  period  now  under  discussion  it  is  properly 
grouped  with  the  so-called  "  outside  "  steel  companies.  One  of  the 
most  important  assets  of  the  company  was  its  extensive  ore  property. 

Colorado  Flel  and  Iron  Company. — The  organization  of  this 
company  has  been  sufficiently  described  on  page  64.  In  1800  the  com- 
pany greatly  expanded  its  operations  by  the  construction  of  a  new 
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Bessemer  steel  plant,  open  hearth  steel  works,  and  finishing  mills  for 
the  production  of  a  large  variety  of  steel  products.  At  this  time  its 
authorized  capital  stock  was  increased  from  $13,000,000  to  $25,000,000. 
In  recent  years  the  capitalization  has  been  increased  and  the  plants 
have  been  still  further  enlarged.  As  already  pointed  out,  the  com- 
pany has  important  ore  and  coal  properties. 

Section  13.  General  tendency  of  leading  concerns  in  the  steel  industry  to 
secure  greater  integration. 

From  what  has  been  said,  it  is  apparent  that  as  a  rule  the  great 
iron  and  steel  concerns,  particularly  those  making  crude  and  semi- 
finished steel,  were  all  striving  at  the  close  of  the  nineties  thoroughly 
to  fortify  themselves  for  the  future  by  acquiring  liberal  reserves  of 
the  two  great  raw  materials,  ore  and  coking  coal,  and  by  the  erection 
of  additional  manufacturing  plants.  Moreover,  several  concerns 
which  made  more  elaborated  products,  and  which  at  their  organiza- 
tion were  wholly  dependent  upon  other  steel  makers  for  their  sup- 
plies of  crude  and  semifinished  steel,  were  also  following  the  lead  of 
these  larger  companies. 

It  is  obvious  that  the  Carnegie  Company  was  in  an  exceptionally 
strong  position.  With  respect  to  the  expansion  and  coordination  of 
manufacturing  processes  this  company  probably  led  all  its  rivals,  the 
efficiency  of  its  organization  being  a  byword  in  the  trade.  Its  reserves 
of  ore  were  enormous  and  its  holdings  of  coking-coal  property  far 
exceeded  those  of  any  other  steel  concern.  It  had  an  important  ad- 
vantage from  the  standpoint  of  transportation  over  most  of  its  rivals 
in  the  Pittsburg  district.  It  is  true  that  the  company  did  not  have 
its  own  railroad  transportation  facilities  for  ore  in  the  Lake  region. 
The  Carnegie  concern,  was,  however,  rapidly  becoming  independent 
with  respect  to  the  transportation  of  ore  on  the  Great  Lakes. 

The  Federal  Steel  Company,  as  shown,  was  also  a  very  highly  in- 
tegrated concern,  controlling  not  only  the  production  of  ore  but  also 
its  transportation  by  rail  to  the  head  of  the  Lakes  and  by  vessel  to  its 
principal  manufacturing  plants  (those  at  Chicago,  111.,  and  Lorain, 
Ohio).  It  also  had  other  extensive  railroad  facilities  and  a  large 
amount  of  coking-coal  property.  The  arrangement  of  its  manufac- 
turing properties  was  somewhat  less  compact  than  those  of  the  Car- 
negie Company.  However,  it  had  some  advantage  in  reaching  west- 
ern markets  by  reason  of  its  Chicago  location. 

The  National  Steel  Company,  the  central  organization  of  the  "Moore" 
group,  while  distinctly  behind  either  the  Carnegie  Company  or  the 
Federal  Steel  Company,  nevertheless,  it  will  be  seen,  had,  by  the  acqui- 
sition of  ore  and  coal  reserves  and  a  fleet  of  ore  vessels,  attained  a 
position  of  marked  independence  which  it  was  steadily  strengthening. 
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Furthermore,  the  close  aiRliations  of  this  concern  with  the  other 
"  Moore  "  companies— the  American  Tin  Plate  Company,  the  Amer- 
ican Sheet  Steel  Company,  and  the  American  Steel  Hoop  Company- 
tended  to  round  out  the  operations  of  the  group  as  a  whole,  and  by 
assuring  the  National  Steel  Company  of  a  market  for  practically  all 
of  its  output  of  crude  steel  and  pig  iron  it  added  a  decided  element 
of  strength.  While  any  one  of  these  "  Moore  "  concerns  alone,  with 
the  exception  of  the  National  Steel  Company,  would  have  been  dis- 
tinctly \'ulnerable,  their  close  affiliations  made  the  group  as  a  whole 
a  very  formidable  factor  in  the  industry. 

These  three  concerns— the  Carnegie  Company,  the  Federal  Steel 
Company,  and  the  National  Steel  Company— were  by  far  the  most 
important  and  most  strongly  intrenched  factors  in  the  steel  industry 
so  far  as  those  companies  which  later  made  up  the  Steel  Corporation 
are  concerned.  Several  of  the  crude-steel  making  companies  which 
did  not  later  enter  the  Steel  Corporation  were  also  well  integrated. 
The  location  of  some  of  these,  however,  or  the  character  of  their  busi- 
ness, placed  them  in  a  rather  different  class  than  the  companies  just 
described. 

Integration  had,  moreover,  been  carried  to  a  considerable  distance 
by  the  American  Steel  and  "Wire  Company  and  a  few  of  the  other 
consolidations  making  the  lighter  steel  products,  but  these  companies 
were  not  in  the  same  class  in  this  respect  with  the  larger  concerns 
just  referred  to. 

As  shown  in  tlie  following  section,  the  marked  degree  of  integTation 
and  concentration  effected  by  large  steel  companies  in  the  late  nine- 
ties  and  the  lack  or  incompleteness  of  integration  by  some  of  the 
other  concerns  had  an  exceedingly  important  bearing  upon  the  forma- 
tion of  the  United  States  Steel  Corporation. 

III.   ORGAISriZATIOEr  OF  THE  UNITED  STATES  STEEL  CORPORATION 

IN   1901. 

Section  14.  Fundamental  causes  of  this  consolidation. 

The  fundamental  causes  of  the  formation  of  the  United  States 
Steel  Corporation  were  substantially  the  same  as  in  the  case  of  the 
earlier  consolidations  described  above,  namely,  (1)  restriction  or  pre- 
vention of  competition  by  combination;  (2)  integration;  (3)  stock 
inflation. 

Wiile  in  the  case  of  the  several  consolidations  thus  far  considered 
all  three  of  these  causes  were  not  invariably  present,  all  of  them  were 
factors  in  the  organization  of  the  Steel  Corporation,  and  the  same 
l^rocesses  already  described  were  repeated  there  in  a  more  compre- 
hensive manner  and  on  a  vaster  scale. 

The  restriction  of  competition  was  the  controlling  motive  in  the 
organization    of    the    Steel    Corporation.     AVhile    competition   had 
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already  been  greatly  restricted  in  certain  branches  of  the  steel  indus- 
try, a  striking  result  of  the  consolidation  movement  above  described 
was  that  competition  was  not  thereby  destroyed.  Instead  it  soon 
developed  that  the  formation  of  these  gi-eat  consolidations  was  likely 
to  bring  on  an  era  of  competition  more  severe  than  any  the  industry 
had  yet  experienced.  This  unforeseen  outcome  of  consolidation,  as 
explained  below,  was  largely  due  to  the  tendency  of  these  great  con- 
solidations to  secure  greater  integration  and  thus  to  malce  themselves 
practically  independent  in  all  stages  of  production  from  the  ore  up. 

The  economies  and  commercial  advantages  rendered  possible  by 
integration  through  a  still  greater  merger  were  also  considerable, 
and,  moreover,  furnished  a  convenient  argument  in  attempts  to 
justify  the  merging  of  these  competing  concerns.     (See  p.  108.) 

The  third  factor,  namely,  the  inflation  of  securities,  was  also  ex- 
tremely important.  The  upward  swing  of  trade  and  industry  in  the 
United  States  had  not  exhausted  its  vigor,  and  the  business  world  was 
still  ready  to  support  vast  commercial  and  financial  undertakings. 

There  was  thus  brought  about  a  temporary  conjunction  of  condi- 
tions in  the  industry  which  presented  an  extraordinary  inducement 
to  prevent  a  bitter  commercial  conflict,  and  at  the  same  time  a  re- 
markable opiDortunity  to  organize  a  consolidation  which  promised 
to  yield  unexampled  profits  from  the  flotation  of  an  enormous  amount 
of  watered  stock. 

For  a  clear  understanding  of  the  real  significance  of  the  organiza- 
tion of  the  Steel  Corporation,  it  is  necessary  to  describe  the  situation 
in  some  detail. 

Position  or  the  steel  industry. — The  preceding  discussion  has 
shown  that  a  remarkable  condition  had  been  reached  in  the  iron  and 
steel  industry  by  the  close  of  the  year  1900.  In  the  first  place,  the 
manufacture  of  crude  and  semifinished  steel  was  largely  in  the 
hands  of  a  comparatively  few  great  concerns.  The  manufacture  of 
several  of  the  more  finished  lines,  such  as  wire  and  wire  products,  tin 
plate,  sheets,  and  tubes,  moreover,  had  been  substantially  transferred 
to  another  group  of  consolidations,  each  of  which  with  few  excep- 
tions had  a  more  or  less  monopolistic  position.  These  latter  con- 
cerns were  in  great  measure  dependent  upon  the  larger  steel  makers 
for  a  supply  of  their  raw  material,  namely,  semifinished  steel.  The 
larger  steel  concerns,  on  the  other  hand,  were  chiefiy  engaged  in  the 
manufacture  of  crude  and  semifinished  steel  or  of  heavier  finished 
steel  products,  such  as  rails  and  structural  material,  which  did  not 
bring  them  directly  in  conflict  with  the  group  of  concerns  making  the 
more  elaborated  products. 

The  relationships  of  the  companies  in  these  two  groups  to  one 
another  have  already  been  partly  indicated  in  the  preceding  discussion. 
These  relationships  had,  however,  such  a  vital  bearing  upon  the 
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organization  of  the  Steel  Corpoi'ation  that  they  may  he  briefly  sum- 
marized at  this  point. 

The  large  consolidations  which  were  subsequently  merged  into  the 
Steel  Corporation  may  be  conveniently  grouped  in  two  classes — (1) 
the  "  primary  group,"  or  those  making  chiefly  semifinished  steel  and 
heavy  steel  products,  and  (2)  the  "  secondary  group,"  consisting  of 
those  making  lighter  and  more  elaborated  products. 

The  primary  grouji  of  companies  comprised  the  Carnegie  Com- 
pany, the  Federal  Steel  Company,  and  the  National  Steel  Company. 
Of  these,  the  Carnegie  Company  was,  of  course,  the  most  important. 
As  already  shown,  it  was  a  highly  integrated  concern,  completely 
independent  as  to  the  production  of  its  raw  materials,  and,  also  pig 
iron  and  crude  steel.  It  also  had  very  important  transportation 
facilities.  The  company,  however,  depended  to  a  considerable  extent 
for  the  marketing  of  its  semifinished  steel  products  (which  com- 
prised a  very  large  portion  of  its  total  output)  upon  other  steel 
manufacturers,  who  used  such  semifinished  steel  as  their  raw  mate- 
rial. Some  of  its  most  important  customers,  in  fact,  were  concerns 
in  the  second  group  of  consolidations  just  noted. 

The  Federal  Steel  Company  was  in  much  the  same  general  posi- 
tion as  the  Carnegie  Company,  being  very  thoroughly  integrated, 
with  extensive  holdings  of  iron-ore  and  coking-coal  lands,  and  with 
even  more  important  transportation  facilities.  A  rather  larger  pro- 
portion of  its  crude  steel  was  worked  up  into  finished  forms  (chiefly 
heavy  lines)  than  in  the  case  of  the  Carnegie  Company;  nevertheless, 
the  company  depended  upon  other  steel  manufacturers  for  an  outlet 
for  a  part  of  its  production. 

The  National  Steel  Company,  while  thoroughly  integrated  with 
respect  to  raw  materials,  was  almost  entirely  dependent  upon  other 
manufacturers  for  a  market  for  its  steel,  which,  as  already  shown, 
consisted  chiefly  of  such  semifinished  products  as  billets,  sheet  bars, 
and  tin-plate  bars.  This  company,  however-,  had  a  ready  market  for 
the  bulk  of  its  steel  products,  because  of  its  close  affiliation  with  the 
other  so-called  "  Moore  "  concerns,  the  Tin  Plate,  Sheet  Steel,  and 
Steel  Hoop  companies. 

It  is  obvious,  therefore,  that  all  three  of  these  steel-making  con- 
cerns, despite  their  great  size,  were  in  a  measure  dependent  upon 
other  manufacturers. 

A  very  important  concern  closely  connected  with  this  primary 
group  of  steel-making  companies  was  the  Lake  Superior  Consolidated 
Iron  Mines,  controlled  by  Standard  Oil  interests.  This  company 
had  enormous  holdings  of  ore  in  the  Lake  region,  as  well  as  a  very 
important  ore  railroad  to  upper  Lake  ports— the  Duluth,  Missabe 
and  Northern.  Moreover,  as  jnevimisly  stated,  the  controlling  inter- 
ests in  this  concern  also  controlled  the  Bessemer  Steamship  Company, 
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which  owned  the  largest  fleet  of  vessels  on  the  Great  Lakes.  These 
interests  were  not  engaged  in  steel  manufacture  in  any  way. 

The  principal  concerns  in  the  secondary  group  were  the  American 
Steel  and  Wire  Company,  the  National  Tube  Company,  the  American 
Tin  Plate  Company,  the  American  Sheet  Steel  Company,  the  Ameri- 
can Steel  Hoop  Company,  and  the  American  Bridge  Company. 

The  American  Steel  and  Wire  Company,  it  will  be  remembered, 
originally  had  a  substantially  monopolistic  control  of  the  produc- 
tion of  wire  products  in  the  United  States.  Its  position  with  respect 
to  its  chief  raw  material,  namely,  steel  billets,  was  not  nearly  so 
strong.  Instead  it  purchased  a  very  large  proportion  of  its  billet 
requirements.  While  the  subsequent  efforts  of  the  company  toward 
further  integration  through  purchases  of  iron-ore  and  coking-coal 
properties,  and  the  erection  of  additional  blast  furnaces,  considerably 
improved  its  position  in  this  respect,  nevertheless  it  was  not  thor- 
oughly integrated  in  1900,  and  was  still  very  largely  dependent  upon 
the  Jarge  steel  makers.  However,  it  contemplated  carrying  the 
processes  of  integration  much  further  by  the  erection  of  additional 
steel  works  of  large  capacity. 

The  National  Tube  Company,  which  at  its  organization  acquired 
about  75  per  cent  of  the  production  of  iron  and  steel  wrought  tubing 
in  the  United  States,  was  only  partially  integrated.  '\^niile  two  of 
its  principal  plants,  those  of  the  old  National  Tube  AVorks  Com- 
pany and  of  the  Riverside  Iron  Works,  embraced  blast  furnaces, 
steel  works,  and  rolling  mills  (the  Riverside  concern,  moreover,  hav- 
ing considerable  coking-coal  property),  the  company  nevertheless 
bought  a  large  amount  of  its  requirements  of  semifinished  steel  in 
the  open  market. 

The  American  Bridge  Company  was  not  only  somewhat  weaker 
with  respect  to  its  control  of  its  particular  branch  of  the  steel  in- 
dustry, but  was  almost  entirely  dependent  upon  other  producers  for 
its  principal  raw  material — structural  steel. 

The  American  Tin  Plate  and  the  American  Sheet  Steel  companies, 
both  of  which  were  "  Moore  "  concerns,  had  a  very  high  degree  of 
control  of  their  respective  branches  of  the  steel  industry,  particularly 
the  Tin  Plate  concern,  which,  it  will  be  remembered,  originally  en- 
joyed an  almost  complete  monopoly  of  the  production  of  tin  plate. 
Neither  of  these  concerns  was  integrated  to  any  important  extent; 
however,  through  their  close  aiRliation  with  the  National  Steel  Com- 
pany, another  "  Moore  "  consolidation,  they  were  well  protected  with 
respect  to  the  requirements  of  their  raw  materials — sheet  bars  and  tin- 
plate  bars.  The  weakness  of  these  concerns  when  considered  individ- 
ually was,  therefore,  partly  made  up  through  this  close  relationship 
with  the  National  Steel  Company. 
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The  American  Steel  Hoop  Company  (also  a  "Moore"  concern) 
-^vas  partially  integrated  at  its  organization,  having  a  number  of  blast 
furnaces  and  steel  works,  in  addition  to  its  hoop  mills ;  moreover,  as 
already  shown,  the  company  after  its  organization  acquired  some 
iron-ore  and  coking-coal  property.  The  affiliation  of  this  company 
with  the  National  Steel  Company  also  somewhat  strengthened  its  po- 
sition. Nevertheless,  the  company  was  of  decidedly  subordinate  im- 
portance in  comparison  with  most  of  the  other  large  concerns  under 
discussion,  and  easily  vulnerable  to  attack. 

At  the  organization  of  these  great  companies,  therefore,  there  was 
a  marked  degree  of  interdependence  among  them.  For  a  short  time 
after  their  formation  this  general  situation  was  fairly  well  main- 
tained. The  three  largest  concerns — the  Carnegie  Company,  the 
Federal  Steel  Company,  and  the  National  Steel  Company — still  re- 
stricted their  operations  for  the  most  part  to  the  production  of  crude 
steel  or  the  cruder  and  simpler  steel  products  which  they  had  pre- 
viously made,  while  those  consolidations  making  more  highly  finished 
products  continued  to  buy  a  large  portion  of  their  requirements  of 
iron  and  steel  from  the  principal  steel-making  concerns  just  named. 

This  balance  or  adjustment  of  trade  conditions  was,  however, 
speedily  disturbed.  As  already  shown,  the  makers  of  the  lighter 
forms  o£  steel  products  began  to  extend  the  scope  of  their  activities, 
or  to  plan  such  extensions,  with  a  view  to  supplying  themselves  with 
the  raw  material  of  manufacture,  namely,  the  semifinished  steel 
hitherto  purchased  from  others. 

In  other  words,  just  at  the  time  that  concerns  like  the  Carnegie 
and  Federal  Steel  companies  had  extended  their  investment  in  raw 
materials  and  transportation  facilities  and  had  greatly  enlarged  their 
plant  capacity,  they  were  confronted  with  the  loss  of  the  patronage 
of  some  of  their  best  customers,  because  the  latter,  in  turn,  had  been 
extending  their  activities  in  the  same  directions.  Under  these  cir- 
cumstances a  counterpolicy  of  extension  into  finished  lines  by  the 
larger  Steel  concerns  became  almost  imperative.  This  counterstroke 
was,  in  fact,  promptly  threatened,  and  the  whole  industry  was  un- 
settled by  the  prospect  of  an  era  of  extremely  severe  competition. 

This  threatened  competition  should  be  regarded  particularly  from 
two  standpoints — first,  it  meant  an  enormous  enlargement  of  pro- 
ductive capacity,  and  one  which  would  apparently  exceed  the  nor- 
mal consuming  power  of  the  country  for  a  long  time  to  come,  and, 
second,  it  meant  the  breaking  down  of  the  extremely  profitable  quasi- 
monopolies  already  established  in  particular  products  of  the  industry, 
such  as  wire,  tubes,  tin  plate,  and  sheets.  Both  considerations  ob- 
viously threatened  to  reduce  profits  in  the  steel  industry  to  a  decidedly 
lower  level. 
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In  the  year  1900  the  prospective  loss  of  business  for  the  great  steel- 
pi'oducing  companies,  accompanied  by  a  slackened  activity  in  the 
trade,  developed  an  exceedingly  acute  situation.  The  Federal  Steel 
Company  prepared  to  take  up  the  manufacture  of  several  lines  of 
finished  products,  namely,  structural  material,  universal  plates,  and 
tubes.  In  the  summer  of  the  same  year  it  was  reported  that  the  Car- 
negie Company  would  go  into  the  manufacture  of  wire  rods  on  an 
extensive  scale,  thus  "  invading "  the  territory  of  the  secondary 
group.  This  action  was  generally  regarded  as  a  blow  at  the  American 
Steel  and  Wire  Company,  which  had  just  threatened  to  erect  addi- 
tional blast  furnaces  and  a  large  steel  plant.  Eeports  of  further  im- 
portant plans  of  the  Carnegie  Company  for  extending  its  lines  of 
production  of  finished  products  were  current  during  the  year  1900^ 
and  early  in  1901  the  definite  announcement  was  made  that  the  com- 
pany was  about  to  take  up  the  manufacture  of  steel  tubes  in  a  new 
plant  of  enormous  capacity,  to  be  constructed  at  Conneaut  Harbor, 
Ohio.  This  announcement,  moreover,  was  made  in  such  a  way  that 
it  could  be  interpreted  only  as  a  declaration  on  the  part  of  the  Carnegie 
interests  that  they  did  not  propose  to  submit  idly  to  the  loss  of  ton- 
nage threatened  by  the  plans  of  some  of  the  larger  consolidations 
making  finished  products,  which  previously  had  been  among  their 
largest  customers.  Not  only  was  this  the  interpretation  of  the  com- 
pany's move  placed  on  it  by  the  trade,  but  it  was  expressly  stated  in  ■ 
a  newspaper  article  as  representing  the  attitude  of  Mr.  Carnegie 
himself.    This  will  be  seen  from  the  following  excerpt : 

Mr.  Carnegie's  personal  view  of  the  situation  may  be  authori- 
tatively stated  as  follows:     *     *     * 

The  National  Tube  Company  formerly  obtained  its  steel  billets 
from  the  Carnegie  Company,  but  decided  to  erect  blast  furnaces 
and  mills  to  supply  itself.  Naturally,  the  Carnegie  Company 
then  announced  that  it  would  be  forced  to  erect  mills  to  finish 
its  own  product  into  tubes.^ 

The  intention  of  the  Carnegie  interests  to  extend  their  manufacture 
of  finished  lines  had,  indeed,  been  contemplated  for  some  time.  In 
an  interview  in  the  London  Iron  and  Coal  Trades  Review  of  May  12, 
1899,  Mr.  Carnegie  was  quoted-  as  saying : 

Yes,  we  have  been  erecting  several  new  departments,  including 
what  I  believe  will  be  the  largest  axle  factory  in  the  world. 
^^Tiy,  it  may  be  asked,  should  steel  makers  make  plates  for  other 
firms  to  work  up  into  boilers,  when  they  can  manufacture  the 
boilers  themselves?  Or  beams  and  girders  for  bridges,  when 
they  can  turn  out  and  build  up  the  completed  article,  or  plates 
for  pipes  when  they  can  make  the  pipes  ?  I  think  the  next  step 
to  be  taken  by  steel  makers  will  be  to  furnish  finished  articles 
ready  for  use.  In  the  future  the  most  successful  firnis  will  be 
those  that  go  the  farthest  in  this  direction. 

1  New  York  Evening  Post,  January  21,  1901. 


104  THE    STEEL  INDTJSTEY. 

Furthermore  this  proposed  entrance  of  the  Carnegie  concern  into 
the  tube  business  w;is  regarded  by  the  trade  as  the  forerunner  of 
still  further  projects.  In  fact,  the  announcement  was  almost  imme- 
diately followed  by  a  well-defined  report  that  the  Carnegie  Company 
would  at  once  invade  the  field  of  the  American  Sheet  Steel  Com- 
pany by  the  erection  of  a  sheet  plant  at  Duquesne,  capable  of  turning 
out  60,000  tons  of  sheets  annually.  Simultaneously  there- were  re- 
ports that  the  company  would  speedily  take  up  the  manufacture  of 
tin  plate  on  a  large  scale. 

This  unmistakable  evidence  of  an  aggressive  policy  of  retaliation 
on  the  part  of  the  Carnegie  concern,  accompanied  as  it  was  by  the 
important  extensions  into  the  manufacture  of  finished  articles  an- 
nounced by  the  Federal  Steel  Company,  revealed  sharply  the  trend 
of  the  existing  conditions,  and  naturally  had  a  very  disquieting 
effect  in  the  trade  and  in  financial  circles.  Both  the  trade  journals 
and  the  financial  press  were  filled  with  articles  to  the  effect  that  a 
"  battle  of  the  giants  "  in  the  steel  industry  was  at  hand. 

In  such  a  contest  it  was  apparent  to  all  that  the  Carnegie  Company, 
while  likely  at  first  to  lose  some  business,  might  be  expected  in  the 
long  run  to  maintain,  and  even  to  increase,  its  dominating  position  in 
the  industrj^  Its  long  established  business,  the  modern  character  of 
its  plants,  its  efficient  technical  and  commercial  organization,  as  well 
as  its  strong  financial  position,  made  it  easily  superior  to  any  of  its 
competitors.  It  had  a  distinct  advantage  in  all  these  respects  over 
even  the  Federal  Steel  Company,  which  was  its  largest  rival,  but 
whose  plants  were  for  the  most  part  less  modern  and  also  widely  sep- 
arated geographically.  There  was  no  question  that  if  the  Carnegie 
Company,  with  its  unlimited  means  and  efficient  organization,  went 
into  the  manufacture  of  wire,  tubes,  sheets,  or  tin  plate  it  would  be 
more  than  able  to  hold  its  own  against  the  respective  large  consolida- 
tions which  produced  those  products,  and  which  in  their  efforts  to 
monopolize  the  business  had  been  constrained  to  include  in  their 
respective  organizations  many  plants  of  inferior  character. 

The  einancial  situation. — This  unsettled  trade  situation  was  ag- 
gravated because  of  the  importance  which  the  securities  of  several  of 
these  steel  concerns  had  assumed  in  the  stock  market.  A  period  of 
violent  competition  in  the  steel  industry  would  inevitably  have  been 
followed  by  a  great  decline  in  the  value  of  these  securities.  A  still 
more  important  matter  was  that  the  financial  backers  of  some  of  these 
steel  concerns  had  extensive  commitments  in  other  directions,  which 
might  be  jeopardized  by  such  an  acute  struggle  in  the  steel  industry. 
From  the  standpoint  of  these  financiers,  therefore,  the  situation  pre- 
sented at  once  a  great  danger  and  a  great  opportunit3^ 

From  a  financial  point  of  view  there  were  four  important  steel 
groujDs,  which  were  more  or  less  distinct,  namely,  the  Morgan  group, 
the  Moore  group,  and  the  Carnegie  and  the  Rockefeller  interests. 
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The  Morgan  group,  which  included  the  Federal  Steel,  National 
Tube,  and  American  Bridge  companies,  enjoyed  of  course  the  advan 
tage  of  a  strong  financial  support,  but  thene  financial  interests  were 
extensively  committed  in  other  lines  of  business,  especially  in  railroad 
financiering.  They  naturally  would  be  especially  concerned  in  pre- 
venting the  outbreak  of  the  threatened  competition  in  the  steel  busi- 
ness. It  may  be  noted  that  there  were  reports  at  this  time  that  the 
Carnegie  interests  were  contemplating  the  construction  of  a  railroad 
from  Pittsburg  to  the  Atlantic  seaboard.  This  threat,  if  made  good, 
would  have  created  an  extremely  disturbing  factor  in  the  trunk-line 
situation. 

The  Moore  concerns,  already  described,  were  the  most  heavily  over- 
capitalized and  suffered  from  a  distinctly  speculative  backing. 

The  Carnegie  interests  had  abundant  capital  and  credit,  and  their 
securities  did  not  figure  on  the  stock  market,  while  their  organization 
and  management  were  unequaled.  They  were  apjoarently  in  the  best 
position  of  any  of  these  groups  to  meet  a  price  war. 

The  Rockefeller  interests  were  entirely  concerned  with  the  produc- 
tion and  transportation  of  iron  ore.  Their  financial  resources  were 
of  course  abundant  for  any  emergency.  Their  stocks  did  not  figure 
to  any  appreciable  extent  on  the  exchanges. 

The  American  Steel  and  Wire  Company  apparently  was  not  closely 
affiliated  with  any  of  the  foregoing  groups.  Despite  its  great  earn- 
ings, its  position  was  vulnerable.  It  apparently  had  no  especial 
banking  support. 

It  is  evident,  therefore,  that,  both  from  the  point  of  view  of  the 
iron  and  steel  industry  and  that  of  the  stock  market,  the  threatened 
outbreak  of  violent  competition  between  these  rival  interests  involved 
serious  consequences.  It  might  have  meant  the  sudden  termination 
of  the  extraordinary  period  of  speculative  activity  and  profit.  On 
the  other  hand,  an  averting  of  this  conflict  bj'  a  merger  of  the  various 
great  consolidations,  if  successfully  financed,  would  be  a  tremendous 
"  bull  "  argument.  It  would  afford  its  promoters  an  opportunity 
for  enormous  stock-market  profits  through  the  sale  of  its  securities. 
The  advantages  to  these  interests,  through  the  concentration  of  profits 
in  different  stages  of  the  industry  under  a  single  control,  would  also 
be  considerable,  and  there  was  undoubtedly  some  advantage  to  be 
gained  through  the  further  integration  which  such  a  consolidation 
would  render  possible. 

It  was  clear  to  everyone  that  no  consolidation  of  this  sort  could  be 
made  successfxd  unless  it  included  the  Carnegie  Company,  which  was 
the  most  powerful  factor  in  the  situation,  which  had  long  been  noted 
for  its  aggressive  tactics,  and  which,  as  above  shown,  had  precipitated 
this  crisis.  Moreover,  there  can  be  little  doubt  that  many  interests  in 
the  steel  industry  regarded  Mr.-  Carnegie's  personal  influence  as  a 
4525°— 11 9 
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menace  to  their  success,  and  desired  to  wecure  his  retirement  from  the 
trade.  At  the  same  time  the  enormous  earning  power  of  the  Carnegie 
concern  would  be  an  exceedingly  important  consideration  both  in  the 
proiits  of  the  new  company  and  also  in  facilitating  the  flotationi  of  its 
securities. 

The  primary  solution  of  the  situation,  therefore,  from  the  stand- 
point of  these  interests,  was  to  buy  out  Mr.  Carnegie.  Mr.  Carnegie's 
well-known  willingness  to  sell  made  the  problem  largely  one  of  terms. 
Negotiations  were  promptly  undertaken  and  speedily  concluded  by 
arranging  to  take  over  his  large  interest  in  his  concern  in  exchange 
for  bonds  of  the  new  consolidation.  On  March  2,  1901,  announcement 
was  made  by  J.  P.  Morgan  &  Co.,  as  bankers,  that  arrangements  had 
been  completed  for  the  organization  of  the  United  States  Steel  Cor- 
poration to  acquire  control  of  the  following  concerns :  Carnegie  Com- 
pany (of  New  Jersey),  Federal  Steel  Company,  American  Steel  and 
Wire  Company,  National  Tube  Company,  National  Steel  Company, 
American  Tin  Plate  Company,  American  Steel  Hoop  Company,  and 
American  Sheet  Steel  Company. 

The  preliminary  incorporation  papers  of  the  new  company,  under 
New  Jersey  laws,  had  already  been  taken  out.  The  terms  offered  the 
constituent  companies,  which  are  givtn  elsewhere  (see  p.  113),  were 
,  speedily  accepted  by  a  great  majority  of  the  stockholders  of  tliese 
concerns,  and,  on  April  1,  1901,  within  a  very  few  weeks  after  the 
first  serious  intimation  that  negotiations  were  under  wa^^  the  United 
States  Steel  Corporation  was  definitely  launched  and  in  actual  oper- 
ation. The  authorized  capital  stock  was  $1,100,000,000,  equally 
divided  between  preferred  and  common  shares.  In  addition  there 
was  a  bond  issue  of  $304,000,000  (exclusive  of  underlying  indebted- 
ness aggregating  approximately  $81,000,000,  this  including  sundry 
mortgages  and  purchase-money  obligations).  About  $-125,000,000 
of  each  class  of  stock  and  all  of  the  bonds  were  issued  for  the  com- 
panies named  and  for  other  purposes.  Very  soon  after  its  organiza- 
tion the  Corporation  made  three  further  important  acquisitions, 
namely,  the  Lake  Superior  Consolidated  Iron  Mines,  the  Bessemer 
Steamship  Company,  and  the  American  Bridge  Company.  It  also 
acquired  a  one-sixth  interest  in  the  Oliver  Iron  Mining  Company  and 
the  Pittsburg  Steamship  Company,  the  other  five-sixths  having  lieen 
secured  in  the  purchase  of  the  Carnegie  Company.  During  the  fol- 
lowing summer  it  purchased  the  Shelby  Steel  TulDe  Company.  As  a 
result  of  these  acquisitions  its  issue  of  stock  was  increased  to  over 
$500,000,000  of  each  class,  giving  it  an  issued  capitalization  in  stock 
alone  of  more  than  $1,000,000,000.     (See  p.  113.) 

Thus,  the  threatened  conflict  in  the  steel  industry  Avas  averted, 
while,  as  shown  later,  an  unprecedented  profit  was  reaped  by  the 
organization  syndicate. 


Table  S.—COMPANIES  WHOSE  STOCKS  WERE  ACQUIRED  BY  UNITED  STATES  STEEL  CORPORATION  AT  OR  SHORTLY  AFTER  ITS  ORGANIZATION  IN 

1901,  AND  THE  PRINCIPAL  SUBCOMPANIES  OR  PROPERTIES  OF  THESE  CONSTITUENT  COMPANIES. 

[The  subsidiary  companies  or  properties  of  the  constituent  concerns  here  given  are  those  held  by  them  on  April  1, 1901.  They  may  differ  from  those  originally  acquired  by  such  constituent  concerns,  first,  because  some  of  the  properties  originally  acquired  by  them  were  dismantled 
or  abandoned,  and,  second,  because  the  constituent  concerns,  as  indicated  on  this  table,  organized  some  of  these  subsidiaries,  and  acquired  additional  properties.  Moreover,  a  number  of  the  plants  given  in  this  table  were  dismantled  or  abandoned  immediately  after  the  forma- 
tion of  the  Steel  Corporation.    Such  plants  are  indicated  in  italics.    Most  of  the  subsidiaries  of  the  main  constituent  concerns  were  owned  in  fee  in  1901.    Those  still  held  by  stock  ownership  in  1901  are  indicated  by  an  asterisk.] 


I.  COMPANIES  MAKING  CHIEFtiY 
CRUDE  AND  SEMIFINISHED  STEEL, 
OR     THE     HEAVIER     FINISHED 

STEEI.    PRODUCTS. 

CAENEGIE  COMPANY  (OF  NEW  JERSEY): 

*  Carnegie  Steel  Company  of  Pennsylvania,  own- 

ing— 
Edgar  Thomson  Works,  Bessemer,  Pa. 
Duquesne  Works,  Duquesne,  Pa. 
Homestead  Works,  Munhall,  Fa. 
Upper  and  Lower  Union  Mills,  Pittsburg,  Pa. 
Carrie  Blast  Furnaces,  Rankin,  Pa. 
Lucy  Blast  Furnaces,  Pittsburg,  Pa. 
Howard  Axle  Works,  Howard,  Pa. 

*  Pennsylvania   and   Lake   Erie    Dock   Company 

(43.6  percent). 
*New  York,  Pennsylvania  and  Ohio  Dock  Com- 
pany (25  per  cent). 

*  Carnegie  Land  Company. 

*  Conneaut  Land  Company. 

*  t  Oliver  Iron  Mining  Company  (83 J  per  cent) — _ 

Owning  a  large  number  of  active  and  inactive 
iron-ore  properties  on  the  Michigan  and  Me- 
sabi  Kanges,  acquired  from  various  inde- 
pendent mining  companies. 

*  Pewabic  Company  (50  per  cent). 

*  Pittsburg,  Bessemer  and  Lake  Erie  Railroad  Com- 

pany (52  per  cent). 

*  Union  Railroad  Company. 

*  t  Pittsburg  Steamship  Company  (83 J  per  cent). 

*  Pittsburg  and  Conneaut  Dock  Company. 

*  Pittsburg  Limestone  Company,  Ltd.  (75  per  cent). 

*  Carnegie  Natural  Gas  Company. 

*  Youghiogheny  Northern  Railway. 

*  Mount  Pleasant  Water  Company. 

*  Youghiogheny  Water  Company. 

*  Trotter  Water  Company. 

*  Mingo  Coal  Company. 

*  Union  Supply  Company. 
*H.  C.  Frick  Coke  Company- 
Holding  by  direct  ownership  or  through  sub- 

Bidiary  companies  about  40,000  acres  of 
coking-coal  land;  11,000  coke  ovens;  3,500 
dwellings,  and  other  property. 

FEDERAL  STEEL  COMPANY: 

*  Illinois  Steel  Company — 

South  Chicago  Works. 
North  Chicago  Works. 
Milwaukee  Works. 
Union  Works. 
Joliet  Works. 

*  Southwest  Connellsville  Coke  Company. 

*  Chicago,  Lake  Shore  and  Eastern  Railway 

Company. 

*  Cundy  Iron  Company. 

*  Mount  Pleasant  Supply  Company. 

*  Minnesota  Iron  Company — 

Owning  various  ore  mines  and  undeveloped 
mineral  lands  in  Minnesota. 

*  Duluth  and  Iron  Range  Railroad  Company. 

*  Minnesota  Steamship  Company. 

*  Minnesota  Dock  Company  (55  per  cent). 

*  Lorain  Steel  Company  (Ohio) — 

Steel  plant  at  Lorain,  Ohio. 

*  Lorain  Steel  Company  of  Pennsylvania — 

Steel  plant  at  Johnstown,  Pa. 

(Formerly  owned  by  the  Johnson  Com- 
pany.) 

*  Ingleside  Coal  Company. 

*  Johnstown  and  Stony  Creek  Raib-oad  Company. 

*  Lake  Terminal  Railroad  Company. 

*  Elgin,  Joliet  and  Eastern  Railway  Company. 

*  Eureka  Fuel  Company.' 

*Masontown  and  New  Salem  Railroad  Company.' 

*  Huron  Water  Company  (50  per  cent).' 

NATIONAL  STEEL  COMPANY: 

*  Ohio  Steel  Company,  Youngstown,  Ohio — 

*  Biwabik  Mine  (25  per  cent). 

King,   Gilbert  &  Warner  Company,   Columbus, 
Ohio— 

*  Columbus  Stone  Company,  Columbus,  Ohio 

(66f  percent). 
Shenango  Valley  Steel  Company,  New  Castle,  Pa. 

*  Bellaire  Steel  Company,  Bellaire,  Ohio. 
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II.     COMPANIES  MAKINO  MORE  HIOHi^Y  EI>ABORATED   PRODUCTS. 


AMERICAN   STEEL  AND  WIRE   COMPANY 
OF  NEW  JERSEY: 

American  Steel  and  Wire  Company  of  Illinois — 

Consolidated  Steel  and  Wire  Company  (a  con- 
solidation, with  6  plants  in  1901). 

Salem  Wire  Nail  Company,  Salem  and  Find- 
lay,  Ohio. 

H.  P.  Nail  Company,  Cleveland,  Ohio. 

American  Wire  Company,  Cleveland,  Ohio. 

American  Wire  Nail  Company,  Anderson, 
Ind. 

I.  L.  Ellwood  Manufacturing  Company,  De 
Kalb,  111. 

Ellwood  Wire  and  Nail  Company,  De  Kalb, 

Washburn  &  Moen  Manufacturing  Company  (4 

plants). 
Worcester  Wire  Company,  Worcester,  Mass. 
Cleveland  Rolling  Mill  Company,  Cleveland  and 

Newburg,  Ohio. 
Oliver  Wire  Company,  Pittsburg,  Pa. 
Oliver  &  Snyder  Steel  Company,  Pittsburg,  Pa. 
Pittsburg  Wire  Company,  Braddock,  Pa. 
Indiana  Wire  Fence  Company,  Craw/ordsville,  Ind. 
Garden  City  Wire  and  Spring  Company,  Chicago,  III. 
Consolidated  Barb  Wire  Company,  Joliet,   111., 

and  Lawrence,  Kans. 
Laidlaw  Bale  Tie  Company,  Joliet,  111. 
Cincinnati  Barb  Wire  Fence  Company,  Cincinnati, 

Ohio. 
Union  Rolling  Mill  Company,  Cleveland,  Ohio. 
Portage  Iron  Company,  Duncansville,  Pa. 
Newburgh   Wire  and  Nail   Company,   Newhurgh, 

N.  Y. 
Allegheny  Furnace  Company,  Allegheny,  Pa. 
Shenango  Valley  Steel  Company,  New  Castle,  Pa. 
Shoenberger  Steet  Company,  Pittsburg,  Pa. 
Puget  Sov/ad  Wire  Nail  and  Steel  Company,  Everett, 

Wash. 

*  American  Mining  Company.* 

*  American  Coke  Company.* 

*  Juniata  Coke  Company,  Dawson,  Pa.  (50  per  cent). 

*  American  Steamship  Company.* 

*  Edgar  Zinc  Company,  St.  Louis,  Mo.,  and  Cherry- 

Vale,  Kans.  (80  per  cent). 

*  Pennsylvania  and  Lake  Erie  Dock  Company  (19 

per  cent). 

*  Huron  Water  Company  (50  per  cent).* 


NATIONAL  TUBE  COMPANY: 

*  National  Tube  Works  Company,  McKeesport  and 

Pittsburg,  Pa. 
Riverside  Iron  Works,  Wheeling  and  Benwood, 

W.  Va.,  and  Steubenville,  Ohio. 
Pennsylvania  Tube  Company,  Pittsburg,  Pa. 
Oil  City  Tube  Company,  Oil  City,  Pa. 
National  Galvanizing  Works,  Versailles,  Pa. 
Syracuse  Tube  Company,  Syracuse,  N.  Y. 
Delaware  Iron  Company,  New  Castle,  Del. 
Allison  Manufacturing  Company,Philadelphia,Pa. 
Cohoes  Tube  Works,  Cohoes,  N.  Y. 
Ohio  Tube  Company,  Warren,  Ohio,  and  Norris- 

town.  Pa. 
American  Tube  and  Iron  Company,  Middletown, 

Pa.,  and  Youngstown,  Ohio. 
Chester  Pipe  and  Tube  Company,  Chester,  Pa. 
Oil  Well  Supply  Company,  Pittsburg,  Pa. 

*  Western  Tube  Company,  Kewanee,  111. 

*  Pittsburg  Tube  Company,  Pittsburg,  Pa. 

*  Pennsylvania  and  Lake  Erie  Dock  Company  (7 

per  cent). 


SHELBY  STEEL  TXJBE  COMPANY  OF  NEW 
JERSEY: 

*  Shelby  Steel  Tube  Company  of  Pennsylvania- 
Shelby  Steel  Tube  Company  of  Ohio— 

Garwood  Seamless   Tube  Company,  Gar- 
wood, N.  J. 
Ellwood  Weldless  Tube  Company,  Ell- 
wood City,  Pa.  . 
Greenville  Tube  Company,  Greenville, 


AMERICAN  TIN  PLATE  COMPANY: 

American  Tin  Plate  Company,  Elwood  and 
Montpelier,  Ind. 

*  New  Castle  Sheet  and  Tin  Plate  Company,  New 

Castle,  Pa. 

Shenango  Valley  Steel  Company,  New  Castle, 
Pa.« 

Monongahela  Tin  Plate  Company,  Pittsburg,  Pa. 

United  States  Iron  and  Tin  Plate  Manufacturing 
Company,  McKeesport,  Pa. 

National  Tin  Plate  Company,  Monessen,  Pa.,  and 
Anderson,  Ind. 

Pittsburg  Tin  Plate  Works,  New  Kensington,  Pa. 

Pennsylvania  Tin  Plate  Company,  New  Kensing- 
ton, Pa. 

Star  Tin  Plate  Company,  Pittsburg,  Pa. 

Humbert  Tin  Plate  Company,  Connellsville,  Pa. 

Washington  Steel  and  Tin  Plate  Mills,  Washing- 
ton, Pa. 

Crescent  Sheet  and  Tin  Plate  Company,  Cleve- 
land, Ohio. 

Falcon  Tin  Plate  and  Sheet  Company,  Niles,  Ohio. 

Beaver  Tin  Plate  Company,  Lisbon,  Ohio. 

Irondale  Steel  and  Iron  Company,  Middleton, 
Ind. 

La  Belle  Iron  Works,  "Wheeling,  W.  Va. " 

Wallace,  Banfield  &  Co.,  Irondale,  Ohio. 

Aetna  Standard  Iron  and  Steel  Company,  Bridge- 
port, Ohio.  ^ 

Atlanta  Steel  and  Tin  Plate  Company,  Atlanta, 
Ind. 

Baltimore  Tin  Plate  Company,  Baltimore,  Md. 

Blairsville  Rolling  Mill  and  Tin  Plate  Mill,  Blairs- 
ville.  Pa. 

Cincinnati  Rolling  Mill  and  Tin  Plate  Company, 
Cincinnati,  Ohio. 

Great  Western  Tin  Plate  Company,  Joliet,  111. 

Ellwood  Tin  Plate  Company,  Ellwood  City,  Pa. 

Johnstown  Tin  Plate  Company,  Johnstown,  Pa. 

Laughlin  Nail  Company,  Martins  Ferry,  Ohio. 

Morewood  Company,  Gas  City,  Ind. 

Neshannock  Sheet  and  Tin  Plate  Company,  New 
Castle,  Pa. 

Ohio  River  Sheet  and  Tin  Plate  Company,  Roch- 
ester, Pa. 

Hamilton  &  Co.,  West  Nevjton,  Pa. 

Marshall  Bros.  &  Co.,  Philadelphia,  Pa. 

Britton  Rolling  Mill  Company,  Cleveland,  Ohio.  ^ 

Canonsburg  Iron  and  Steel  Company,  Canons- 
burg,  Pa. 

*  National  Mining  Company  (33J  per  cent).' 
Morton  Tin  Plate  Company,  Cambridge,  Ohio. 
Cumberland  Steel  and  Tin  Plate  Company,  Cum- 
berland, Md. 

"■Champion  Iron  and  Steel  Company,  Muskegon, 
Mich. 
Reeves  Iron  Company,  Canal  Dover,  Ohio. 


AMERICAN  SHEET  STEEL  COMPANY: 

Cambridge  Iron  and  Steel  Company,  Cambridge, 

Ohio. 
Cambridge  Manufacturing  Company,  Cambridge, 

Ohio. 
Canton  Rolling  Mill  Company,  Canton,  Ohio. 
Corning  Steel  Company,  Hammond,  Ind. 
Dennison  Rolling  Mill  Company,  Dennison,  Ohio. 
Dresden  Iron  and  Steel  Sheet  Company,  Dresden, 

Ohio, 
Falcon  Iron  and  Nail  Company,  Niles,  Ohio. 
P.  H.  Laufman  &  Co.,  Ltd.,  Paulton,  Pa. 
Saltsburg  Rolling  Mill  Company,  Saltsburg,  Pa. 
Midland  Steel  Company,  Muncie,  Ind. 
Old  Meadow  Rolling  Mill  Company,  Scottdale,  Pa. 
Piqua  Rolling  MiU'Company,  Piqua,  Ohio. 
Cincinnati  Corrugated  Company,  Piqua,  Ohio. 
Struthers  Iron  and   Steel  Company,   Struthers, 

Ohio. 
Pittsburg  Steel  Manufacturing  Company,  Shouse- 

town,  Ohio. 
West  Penn  Sheet  Steel  Worls,  Leechburg,  Pa. 
Chester  Rolling  Mill  Company,  Chester,  W.  Va. 
Hyde  Park  Iron  and  Steel  Company,  Hyde  Park, 

ir^a. 
Kirkpatrick  &  Co.,  Ltd.,  Leechburg,  Pa. 
Chartiers  Iron  and  Steel  Company,  Carnegie,  Pa. 

Scottdale  Iron  sinrl   Stool  nATTinnmr    T.t.rl       Snntt- 


AMBRICAN  STEEL  HOOP  COMPANY: 

*  Isabella  Furnace  Company,  Pittsburg,  Pa. 
William  Clark  &  Sons,  Pittsburg,  Pa. 
Lindsay  &  McCutcheon,  Pittsburg,  Pa. 

J.  Painter  &  Sons,  Pittsburg,  Pa. 

Monessen  Steel  Company,  Monessen,  Pa. 

Union  Iron  and  Steel  Company,   Youngstown, 

Warren,  and  Girard,  Ohio. 
Pomeroy   Iron   and   Steel    Company,    Pomeroy, 

Ohio. 
Portage  Iron  Company,  Ltd.,  Duncansville,  Pa. 
P.  L.  Kimberly  &  Co.,  Greenville  and  Sharon,  Pa. 

*  Mahoning  Ore  and  Steel  Company  (20  per  cent). 

*  National  Mining  Company  (38 J  per  cent).^ 

*  Union  Ore  Company  (50  per  cent). 

*  Pennsylvania  and  Lake  Erie  Dock  Company  (8J 

per  cent). 

*  Etna  and  Montrose  Railroad  Company.    ' 


AMERICAN  BRIDGE  COMPANY: 

American  Bridge  Works,  Chicago,  111. 
Berlin  Iron  Bridge  Company,  East  Berlin,  Conn. 
Buffalo  Bridge  and  Iron  Works,  Buffalo,  N.  Y. 
Carnegie    Steel    Company,    Limited    (Keystone 

Bridge  Company,  bridge  and  structural  plant), 

Pittsburg,  Pa. 

*  Detroit  Bridge  and  Iron  Works,  Detroit,  Mich. 
Edge  Moor  Bridge  Works,  Wilmington,  Del. 
Elmira  Bridge  Company,  Elmira,  N.  Y. 
Gillette-Herzog  Manufacturing  Company,  Minne- 
apolis, Minn. 

Groton  Bridge  and  Manufacturing  Company,  Gro- 

ton,  N.  Y. 
Hilton  Bridge  Construction  Company,  Albany, 

N.  Y. 
Horseheads  Bridge  Company,  Horseheads,  N.  Y. 

*  Koken  Iron  Works,  St.  Louis,  Mo. 
LaFayette  Bridge  Company,  La  Fayette,  Ind. 
Lassig  Bridge  and  Iron  Works,  Chicago,  111. 
Nelson   &   Buchanan  Company,    Chambersburg, 

Pa.« 
New  Columbus  Bridge  Company,  Columbus,Ohio. 
Pittsburg  Bridge  Company,  Pittsburg,  Pa. 
Post  &  McCord,  Brooklyn,  N.  Y. 
Rochester  Bridge  and   Iron  Works,   Rochester, 

N.  Y. 
Schultz  Bridge  and  Iron  Company,  Pittsburg,  Pa. 
Shiffler  Bridge  Company,  Pittsburg,  Pa. 
Union  Bridge  Company,  Athens,  Pa. 
J.  G.  Wagner  Company  (bridge  and  structural 

plant),  Milwaukee,  Wis. 
Wrought  Iron  Bridge  Company,  Canton,  Ohio.     . 
Youngstown  Bridge  Companj',  Youngstown,  Ohio. 

*  A.  &  P.  Roberts  Company,  known  as  Pencoyd 

Bridge  Works,  Pencoyd,  Pa. 

*  Toledo  Bridge  Company,  Toledo,  Ohio. 

*  Alabama  Bridge  and  Iron  Company,  Decatur,  Ala. 
*New  Jersey  Steel  and  Iron  CJompany,  Trenton, 

N.J. 


III.    MISCEI.I.ANEOUS. 


Newburg,  Ohio. 
Oliver  Wire  Company,  Pittsburg,  Pa. 
Oliver  &  Snyder  Steel  Company,  Pittsburg,  Pa. 
Pittsburg  Wire  Company,  Braddock,  Pa. 
Indiana  Wire  Fence  Company,  Crawfordsville,  Ind. 
Garden  City  Wire  and  Spring  Company,  Chicago,  III. 
Consolidated  Barb  Wire  Company,  Joliet,   111., 

and  Lawrence,  Kans. 
Laidlaw  Bale  Tie  Company,  Joliet,  111. 
Cincinnati  Barb  Wire  Fence  Company,  Cincinnati, 

Ohio. 
Union  Rolling  Mill  Company,  Cleveland,  Ohio. 
Portage  Iron  Company,  Duncansville,  Pa. 
Newburgh   Wire  and  Nail   Company,   Newhurgh, 

N.  Y. 
Allegheny  Furnace  Company,  Allegheny,  Pa. 
Shenango  Valley  Steel  Company,  New  Castle,  Pa. 
Shoenberger  SteeK  Company,  Pittsburg,  Pa. 
Puget  Sound  Wire  Nail  and  Steel  Company,  Everett, 

Wash. 

*  American  Mining  Company.'' 

*  American  Coke  Company.* 

*  Juniata  Coke  Company,  Dawson,  Pa.  (50  per  cent) . 

*  American  Steamship  Company.* 

*  Edgar  Zinc  Company,  St,  Louis,  Mo.,  and  Cherry- 

vale,  Kans.  (80  per  cent). 

*  Pennsylvania  and  Lake  Erie  Dock  Company  (19 

per  cent). 

*  Huron  Water  Company  (50  per  cent).* 


NATIONAL  TTTBE  COMPANY: 

*  National  Tube  Works  Company,  McKeesport  and 

Pittsburg,  Pa. 
Riverside  Iron  Works,  Wheeling  and  Benwood, 

W.  Va.,  and  Steubenville,  Ohio. 
Pennsylvania  Tube  Company,  Pittsburg,  Pa. 
Oil  City  Tube  Company,  Oil  City,  Pa. 
National  Galvanizing  Works,  Versailles,  Pa. 
Syracuse  Tube  Company,  Syracuse,  N.  Y. 
Delaware  Iron  Company,  New  Castle,  Del. 
Allison  Manufacturing  Company,Philadelphia,Pa. 
Cohoes  Tube  Works,  Cohoes,  N.  Y. 
Ohio  Tube  Company,  Warren,  Ohio,  and  Norris- 

town.  Pa. 
American  Tube  and  Iron  Company,  Middletown, 

Pa.,  and  Youngstown,  Ohio. 
Chester  Pipe  and  Tube  Company,  Chester,  Pa. 
Oil' Well  Supply  Company,  Pittsburg,  Pa. 

*  Western  Tube  Company,  Kewanee,  111. 

*  Pittsbiu'g  Tube  Company,  Pittsburg,  Pa. 

*  Pennsylvania  and  Lake  Erie  Dock  Company  (7 

per  cent). 


SHEIiBT  STEEL  TUBE  COMPANY  OF  NEW 
JERSEY: 

*  Shelby  Steel  Tube  Company  of  Pennsylvania — 
Shelby  Steel  Tube  Company  of  Ohio — 

Garwood  Seamless   Tube  Company,  Gar- 
wood, N.  J. 
Ellwood  Weldless  Tube  Company,  Ell- 
wood  City,  Pa. 
Greenville  Tube  Company,  Greenville, 

Pa. 
American     Weldless     Tube     Company, 

Toledo,  Ohio. 
Brewer  Tube  Company,  Toledo,  Ohio. 
Mansfield     Machine     Works,     Mansfield, 

Ohio. 
United  States  Cold  Drawn  Steel  Company, 

Cuyahoga  Falls,  Ohio. 
Shelby  Steel  Tube  Company,   Shelby, 
Ohio. 
Newcastle  Tube  Company,  Newcastle,  Pa. 
Albany   Manufacturing   Company,    Albany, 

Ind. 
Auburn  Bolt  and  Nut  Works,  Auburn,  Pa. 
Pope  Tube  Company,  Hartford,  Conn. 


*  Conneaut  Land  Company. 

*  t  Oliver  Iron  Mining  Company  (83 J  per  cent) — 
Owning  a  large  number  of  active  and  inactive 

iron-ore  properties  on  the  Michigan  and  Me- 
sabi  Ranges,  acquired  from  various  inde- 
pendent mining  companies. 

*  Pewabic  Company  (50  per  cent). 

*  Pittsburg,  Bessemer  and  Lake  Erie  Railroad  Com- 
pany (52  per  cent). 

*  Union  Raib-oad  Company. 

*  t  Pittsburg  Steamship  Company  (83 J  per  cent). 

*  Pittsburg  and  Conneaut  Dock  Company. 

*  Pittsburg  Limestone  Company,  Ltd.  (75  per  cent). 

*  Carnegie  Natural  Gas  Company. 

*  Youghiogheny  Northern  Railway. 

*  Mount  Pleasant  Water  Company. 

*  Youghiogheny  Water  Company. 

*  Trotter  Water  Company. 

*  Mingo  Coal  Company. 

*  Union  Supply  Company. 
*H.  C.  Frick  Coke  Company — 

Holding  by  direct  ownership  or  through  sub- 
sidiary companies  about  40,000  acres  of 
coking-coal  land;  11,000  coke  ovens;  3,500 
dwellings,  and  other  property. 

ERAL  STEEL  COMPANY: 

llinois  Steel  Company — 
South  Chicago  Works. 
North  Chicago  Works. 
Milwaukee  Works. 
Union  Works. 
Joliet  Works. 

*  Southwest  Connellsville  Coke  Company. 

*  Chicago,  Lake  Shore  and  Eastern  Railway 
Company. 

*  Cundy  Iron  Company. 

*  Mount  Pleasant  Supply  Company, 
.linnesota  Iron  Company — 

Owning  various  ore  mines  and  undeveloped 
mineral  lands  in  Minnesota. 

*  Duluth  and  Iron  Range  Railroad  Company. 

*  Minnesota  Steamship  Company. 

*  Minnesota  Dock  Company  (55  per  cent). 
lOrain  Steel  Company  (Ohio) — 

Steel  plant  at  Lorain,  Ohio. 

*  Lorain  Steel  Company  of  Pennsylvania — ■ 
Steel  plant  at  Johnstown,  Pa. 

(Formerly  owned  by  the  Johnson  Com- 
pany.) 

*  Ingleside  Coal  Company. 

*  Johnstown  and  Stony  Creek  Railroad  Company. 

*  Lake  Terminal  Railroad  Company. 

*  Elgin,  Joliet  and  Eastern  Railway  Company. 

*  Eureka  Fuel  Company.' 
*Masontown  and  New  Salem  Railroad  Company.' 

*  Huron  Water  Company  (50  per  cent).' 

NATIONAL  STEEL  COMPANY: 

*  Ohio  Steel  Company,  Youngstown,  Ohio — 

*  Biwabik  Mine  (25  per  cent). 
King,  Gilbert  &  Warner  Company,   Columbus, 

Ohio— 

*  Columbus  Stone  Company,  Columbus,  Ohio 
(66f  per  cent). 

Shenango  Valley  Steel  Company,  New  Castle,  Pa. 

*  Bellaire  Steel  Company,  Bellaire,  Ohio. 

*  Aetna  Standard  Iron  and  Steel  Company,  Mingo 
Junction,  Ohio.^ 

Buhl  Steel  Company,  Sharon,  Pa. 
Sharon  Iron  Company,  Ltd.,  Sharon,  Pa. 
Thomas  Furnace  Company,  Niles,  Ohio. 

*  Ohio  Iron  Company,  Zanesville,  Ohio. 

*  Rosena  Furnace  Company,  New  Castle,  Pa. 

*  National  Mining  Company  (33 J  per  cent).'' 

*  Chapin  Mining  Company. 

*  Winthrop  Iron  Company. 

*  Standard  Connellsville  Coke  Company,  Pleasant 
Unity,  Pa. 

*  Continental  Coke  Company,  Uniontown,  Pa. 

*  Mutual  Transportation  Company. 

*  Menominee  Transit  Company. 

*Indicates  stock  ownership  in  1901.  ^* 

t  The  other  one-sixth  interest  in  this  concern  was  directly  acquired  by  the  Corporation.  •    ji      ^ 

1  Organized  by  and  in  interest  of  Federal  Steel  Company.    It  may  also  be  noted  that,  except  as  to  the  Illinois  Steel  Company's  manufacturing  plants,  most  of  the  various  subsidiaries  of  the  constituent  concerns  of  the  Federal  Steel  Company  were  directly  orgamzed  by  them  and 
not  acquired  from  other  interests. 

2  Acquired  blast  furnaces  and  steel  works  only.    Such  a  division  of  plants  was  made  in  several  other  instances. 

3  National  Mining  Company  was  promoted  and  organized  in  interest  of  National  Steel  Company,  American  Steel  Hoop  Company,  and  American  Tin  Plate  Company. 
^  Promoted  and  organized  in  interest  of  American  Steel  and  Wire  Company  of  New  Jersey  after  its  organization. 

=  Acquired  machinery  and  equipment  only. 

'  Acquired  tin-plate  machinery  and  equipment  only.    A  part  of  the  property  of  this  company  was  acquired  by  other  constituent  concerns. 

'  Acquired  sheet-mill  machinery  and  equipment  only. 
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Crescent  Sheet  and  im  i-iate  ijompauy,  vjibvc- 
land,  Ohio. 

Falcon  Tin  Plate  and  Sheet  Company,  Niles,  Ohio. 

Beaver  Tin  Plate  Company,  Lisbon,  Ohio. 

Irondale  Steel  and  Iron  Company,  Middleton, 
Ind. 

La  Belle  Iron  Works,  Wheeling,  W.  Va.  "* 

Wallace,  Banfield  &  Co.,  Irondale,  Ohio. 

Aetna  Standard  Iron  and  Steel  Company,  Bridge- 
port, Ohio. " 

Atlanta  Steel  and  Tin  Plate  Company,  Atlanta, 
Ind. 

Baltimore  Tin  Plate  Company,  Baltimore,  Md. 

Blairsville  Rolling  Mill  and  Tin  Plate  Mill,  Blairs- 
ville,  Pa. 

Cincinnati  Rolling  Mill  and  Tin  Plate  Company, 
Cincinnati,  Ohio.  i 

Great  Western  Tin  Plate  Company,  Joliet,  111. 

Ellwood  Tin  Plate  Company,  Ellwood  City,  Pa. 

Johnstown  Tin  Plate  Company,  Johnstown,  Pa. 

Laughlin  Nail  Company,  Martins  Ferry,  Ohio. 

More  wood  Company,  Gas  City,  Ind. 

Neshannoch  Sheet  and  Tin  Plate  Company,  New 
Castle,  Pa. 

Ohio  River  Sheet  and  Tin  Plate  Company  Roch- 
ester, Pa. 

Hamilton  &  Co.,  West  Newton,  Pa. 

Marshall  Bros.  &  Co.,  Philadelphia,  Pa. 

Britton  Rolling  Mill  Company,  Clevelan 

Canonsburg  Iron  and  Steel  Company, 
burg.  Pa. 
*  National  Mining  Company  (33J  per  ceni 

Morton  Tin  Plate  Company,  Cambridge. 

Cumberland  Steel  and  Tin  Plate  Compa 
herland,  Md. 
■^Champion  Iron  and  Steel  Company,  ^ 
Mich. 

Reeves  Iron  Company,  Canal  Dover,  01 
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Cambridge  Iron  and  Steel  Company,  C; 
Ohio. 

Cambridge  Manufacturing  Company,  Ci 
Ohio. 

Canton  Rolling  Mill  Company,  Canton,  Ohio. 

Coming  Steel  Company,  Hammond,  Ind. 

Dennison  Rolling  Mill  Company,  Dennison,  Ohio. 

Dresden  Iron  and  Steel  Sheet  Company,  Dresden, 
Ohio. 

Falcon  Iron  and  Nail  Company,  Niles,  Ohio. 

P.  H.  Laufman  &  Co.,  Ltd.,  Paulton,  Pa. 

Saltsburg  Rolling  Mill  Company,  Saltsburg,  Pa. 

Midland  Steel  Company,  Muncie,  Ind. 

Old  Meadow  Rolling  Mill  Company,  Scottdale,  Pa. 

Piqua  Rolling  MillCompany,  Piqua,  Ohio. 

Cincinnati  Corrugated  Company,  Piqua,  Ohio. 

Struthers  Iron  and  Steel  Company,   Struthers, 
Ohio. 

Pittsburg  Steel  Manufacturing  Company,  Shouse- 
town,  Ohio. 

West  Penn  Sheet  Steel  Works,  Leechburg,  Pa. 

Chester  Rolling  Mill  Company,  Chester,  W.  Va. 

Hyde  Park  Iron  and  Steel  Company,  Hyde  Park, 
Pa. 

Kirkj)atrick  &  Co.,  Ltd.,  Leechburg,  Pa. 

Chartiers  Iron  and  Steel  Company,  Carnegie,  Pa. 

Scottdale  Iron  and  Steel  Company,  Ltd.,  Scott- 
dale, Pa. 

New  Philadelphia  Iron  and  Steel  Company,  New 
Philadelphia,  Ohio. 

Reeves  Iron  Company,  Canal  Dover,  Ohio. 

Aetna  Standard  Iron  and  Steel  Company,  Bridge- 
port, Ohio. ' 

Apollo   Iron   and   Steel   Company,   Apollo   and 
Vandergrift,  Pa. 

*  Apollo  Gas  Company. 

*  W.  Dewees  Wood  Company,  McKeesport,  Pa.,  and 
Wellsville,  Ohio. 

*  Versailles  Fuel  Gas  Company. 

*  McKeesport  Terminal  Railroad  Company. 
Coshocton  Rolling  Mill  Company,  Coshocton,  Ohio. 


AMERICAN  BRIDGE  COMPANY: 

American  Bridge  Works,  Chicago,  111. 
Berlin  Iron  Bridge  Company,  East  Berlin,  Conn. 
Buffalo  Bridge  and  Iron  Works,  Buffalo,  N.  Y. 
Carnegie    Steel    Company,    Limited    (Keystone 

Bridge  Company,  bridge  and  structural  plant), 

Pittsburg,  Pa. 

*  Detroit  Bridge  and  Iron  Works,  Detroit,  Mich. 
Edge  Moor  Bridge  Works,  Wilmington,  Del. 
Elmira  Bridge  Company,  Elmira,  N.  Y. 
Gillette-Herzog  Manufacturing  Company,  Minne- 
apolis, Minn. 

Groton  Bridge  and  Manufacturing  Company,  Gro- 

ton,  N.  Y. 
Hilton  Bridge  Construction  Company,  Albany, 

N.  Y. 
Horseheads  Bridge  Company,  Horseheads,  N.  Y. 

*  Koken  Iron  Works,  St.  Louis,  Mo. 
LaFayette  Bridge  Company,  La  Fayette,  Ind. 
Lassig  Bridge  and  Iron  Works,  Chicago,  111. 
Nelson  &  Buchanan  Company,   Chambersburg, 

Pa.* 
New  Columbus  Bridge  Company,  Columbus, Ohio. 
Pittsburg  Bridge  Company,  Pittsburg,  Pa. 
Post  &  McCord,  Brooklyn,  N.  Y. 
Rochester  Bridge  and  Iron  Works,   Rochester, 

N.  Y. 
Schultz  Bridge  and  Iron  Company,  Pittsburg,  Pa. 
Shiffler  Bridge  Company,  Pittsburg,  Pa. 
Union  Bridge  Company,  Athens,  Pa. 
J.  G.  Wagner  Company  (bridge  and  structural 

plant),  Milwaukee,  Wis. 
Wrought  Iron  Bridge  Company,  Canton,  Ohio.     , 
Youngstown  Bridge  Company,  Youngstown,  Ohio. 

*  A.  &  P.  Roberts  Company,  known  as  Pencoyd 

Bridge  Works,  Pencoyd,  Pa. 

*  Toledo  Bridge  Company,  Toledo,  Ohio. 

*  Alabama  Bridge  and  Iron  Company,  Decatur,  Ala. 

*  New  Jersey  Steel  and  Iron  Company,  Trenton, 

N.J. 


HI.     MISCELtASfEOUS. 

LAKE     SUPERIOR    CONSOLIDATED    IRON 
MINES: 

Owning  various  important  iron  mines  and  prop- 
erties in  the  Lake  Superior  region,  controlling 
several  hundred  million  tons  of  ore.  Also  own- 
ing the  stock  of  Duluth,  Missabe  and  Northern 
Railway  Company. 

BESSEMER  STEAMSHIP  COMPANY: 

Owning  a  fleet  of  25  steamers  and  31  barges. 
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Section  15.  Essential  character  of  the  Steel  Corporation  in  1901. 

The  character  of  the  Steel  Corporation  as  a  consolidation  of  con- 
solidations, as  well  as  some  idea  of  its  magnitude,  is  brought  out  by 
the  table  facing  this  page. 

The  United  States  Steel  Corporation,  by  including  in  its  organiza- 
tion both  of  the  first  two  groups  of  companies  described,  insured  to 
itself  on  the  one  hand  an  abundant  capacity  for  the  production  of 
crude  steel  and  a  large  i^roportion  of  the  country's  outj^ut  of  heavy 
rolled  products,  and,  on  the  other  hand,  secured  control  of  several 
quasi-monopolistic  concerns  manufacturing  particular  lines  of  the 
more  elaborated  products,  such  as  sheets,  tin  plate,  tubes,  and  wire. 
The  abundant  steel-making  capacity  of  the  first  group  made  it  easy, 
of  course,  to  supjily  all  the  steel  required  by  this  second  group  of 
concerns.  Furthermore,  while  the  companies  in  the  first  group  taken 
together  were  very  well  fortified  with  reserves  of  raw  materials,  the 
acquisition  of  the  Lake  Superior  Consolidated  Iron  ^Nlines  furnished 
an  enormous  additional  supply  and  gave  to  the  Corporation  an  ex- 
ceptional degree  of  strength  in  this  respect.  It  also  contributed  to 
the  combination  one  of  the  most  important  railroads  in  the  Lake 
ore  region. 

The  position  taken  by  the  Steel  Corporation  is  that  this  great 
aggregation  of  propertj'  was  in  the  main  an  assembling  and  coordina- 
tion of  different  branches  in  the  industry,  the  primary  object  of  which 
was  to  secure  greater  efficiency  and  integration,  and,  of  course,  the 
saving  of  the  payment  of  profits  to  others.  The  Corporation  con- 
tends that  most  of  its  constituent  concerns  were  not  in  actual  compe- 
tition with  one  another,  and  it  is  disposed  to  minimize  the  restriction 
of  competition  brought  about  as  a  result  of  this  great  merger. 

It  is  true  that  certain  of  the  constituent  consolidations,  as,  for 
instance,  the  American  Steel  and  Wire  Company  and  the  National 
Tube  Company,  were  not  competing  with  one  another  at  this  partic- 
ular period.  However,  there  was  active  competition  between  the 
three  principal  crude-steel  concerns — the  Carnegie  Company,  the 
Federal  Steel  Company,  and  the  National  Steel  Company — while 
these  concerns,  to  some  extent  at  least,  were  in  competition  with 
some  of  the  large  consolidations  making  the  lighter  finished  products. 
Moreover,  the  fact  should  not  be  lost  sight  of  that  nearly  all  of  the 
latter  class  of  consolidations  were  originally  created  with  the  inten- 
tion of  restricting  competition.  A  more  important  matter  is  that 
a  period  of  violent  competition  among  all  of  these  concerns  was  im- 
minent, as  already  described,  and  that  the  United  States  Steel  Cor- 
poration was  organized  for  the  specific  purpose  of  preventing  the 
new  competition  thus  threatened  as  well  as  eliminating  that  alrea'dy 
existing  among  these  concerns.  The  opportunity  for  reaping  a  huge 
promoter's  profit  out  of  this  situation  undoubtedly  was  an  important 
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consideration  in  bringing  about  the  merger.  Nevertheless  the  pri- 
mary object  was  the  restriction  or  prevention  of  competition. 

The  argument  that  this  merger  permitted  increased  efficiency 
through  greater  integration  and  coordination  undoubtedly  has  some 
force.  In  jDarticular  there  is  no  doubt  that  the  integration  with  the 
manufacturing  plants  of  all  these  consolidations  of  such  extensive 
resources  of  raw  materials  as  the  ore  properties  of  the  Lake  Superior 
Consolidated  and  Minnesota  Iron  (Federal)  companies,  and  the 
coke  properties  of  the  Frick  (Carnegie)  company,  not  to  mention 
others,  was  of  great  advantage  from  a  commercial  standpoint,  i.  e., 
in  saving  the  payment  of  profits  to  others.  In  the  same  way,  the 
inclusion  of  some  of  the  most  important  ore-carrying  railroads  both 
at  the  head  of  the  Lakes  and  between  Lake  Erie  and  Pittsburg,  as 
well  as  the  great  ore  fleets  on  the  Lakes,  meant  that  the  profits  earned 
on  such  transportation  would  come  to  tlie  consolidated  company. 
The  control  of  these  ore  roads  also  would  result  in  giving  the  Steel 
Corporation  a  great  advantage  over  other  producers  who  were  com- 
pelled to  use  them.  There  is  no  doubt  also  that  the  bringing  together 
of  so  many  great  manufacturing  joroperties  under  one  control  opened 
up  possibilities  of  a  more  economical  subdivision  of  the  business 
whereby  particular  plants  could  concentrate  work  on  particular  kinds 
of  rolled  products,  and  whereby  the  distinctly  inferior  plants  could 
be  dismantled  or  at  least  shut  down  and  used  only  when  the  demand 
was  unusually  great.  So  far,  however,  as  the  integration  of  manu- 
facturing processes  themselves  were  concerned,  the  advantages  of 
such  a  system  were  probably  about  as  fully  realized  by  the  larger 
and  better  equipped  plants  of  some  of  the  constituent  concerns.  At 
any  rate,  little  gain  in  this  respect  could  be  expected  from  merely 
bringing  the  several  plants  under  a  single  control.  On  the  other 
hand,  there  would  be  a  real  economy  possible  in  dividing  the  work 
so  that  the  products  sold  would  be  made  at  the  plants  which  were 
nearest  to  the  markets  to  be  supplied.  For  example,  the  structural 
or  merchant  steel  requirements  of  the  western  markets  could  be  more 
economically  supplied  from  the  works  of  the  Federal  Steel  Company, 
while  the  Carnegie  Company  would  be  better  situated  to  supply 
the  eastern  markets  and  the  export  trade.  Such  arrangements  al- 
ready existed  to  some  extent  in  the  case  of  some  of  the  constituent 
concerns. 

These  possible  economies  of  consolidation,  however,  probably  were 
a  subordinate  consideration  in  the  formation  of  the  Steel  Corpora- 
tion except  those  of  a  commercial  character,  i.  e.,  those  that  did  away 
with  the  necessity  of  paying  a  profit  to  somebody  else  on  the  raw 
materials  or  transportation  of  raw  materials.  The  possibilities  of 
real  manufacturing  economies  could  be  but  slowly  realized  in  most 
cases,  and,  as  already  stated,  the  controlling  motive  in  the  organiza- 
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tiou  of  the  company  was  to  avert  the  competitive  struggle  then 
threatened.  ^Meanwhile,  however,  the  argument  of  economy  and 
increased  earning  power  was  used  to  justify  the  formation  of  the 
combination,  and  also  to  facilitate  the  flotation  of  its  securities. 

The  crude-steel  (ingot)  capacity  of  the  Corporation  at  its  organi- 
zation was  fully  9,400,000  tons,  this  representing  substantially  66 
per  cent  of  the  total  for  the  country,  while  its  capacity  for  the  various 
finished  products  which  it  manufactured  was  approximately  7,700,000 
tons,  this  representing  about  50  per  cent  of  the  total  of  the  country 
for  these  lines.  In  certain  products,  however,  the  Corporation's  per- 
centage approached  a  complete  monopoly.  Its  larger  percentage  of 
crude  than  of  finished  steel  is  explained  by  the  fact  that  some  of  the 
principal  steel-making  concerns  did  not  have  finishing  mills  for  more 
than  a  portion  of  their  output. 

Roughly  speaking,  it  may  be  said  that  the  Corporation  at  its  or- 
ganization secured  control  of  three-fifths  of  the  steel  business  of  the 
country.  Its  proportion  of  the  pig-iron  business  was  somewhat 
smaller,  about  44  per  cent,  its  actual  capacity  of  this  product  be- 
ing about  7,400,000  tons.  These  figures,  however,  do  not  fairly  state 
the  position  of  the  Corporation,  because  of  the  large  production  by 
outsiders  of  foundry  pig  iron  and  certain  special  kinds  of  pig  iron 
which  really  did  not  involve  competition  with  the  Corporation.  The 
Corporation's  share  of  the  production  of  pig  iron  for  strictly  steel- 
making  purposes  was  probably  not  less  than  58  per  cent. 

The  Corporation  had  hundreds  of  millions  of  tons  of  desirable 
Lake  ore  in  reserves,,  over  50,000  acres  of  the  choicest  coking-coal 
lands,  over  1,000  miles  of  railroad,  exclusive  of  subsidiary  trackage, 
a  fleet  of  112  Lake  steamers  and  barges,  not  to  mention  large  invest- 
ments in  docks,  natural-gas  and  limestone  properties,  and  other 
kindred  branches  of  the  industry. 

Despite  its  enormous  size  the  United  States  Steel  Corporation  did 
not  secure  a  monopoly  of  the  iron  and  steel  industry  as  a  whole, 
although  its  position  in  several  branches  was  monopolistic  (that  is, 
tending  toward  monopoly).  In  the  case  of  a  few  products,  such  as 
tin  plate,  sheets,  wire,  and  nails,  its  control  was  at  first  very  nearly 
complete,  but  in  other  branches  of  the  industry  it  had  a  number  of 
important  rivals  from  the  start.  Thus,  it  will  be  seen  that  the  Cor- 
poration did  not  include  such  concerns  as  the  Pennsylvania  Steel 
Company,  the  Cambria  Steel  Company,  the  Lackawanna  Iron  and 
Steel  Company,  Jones  &  Laughlins  (Ltd.),  the  Bethlehem  Steel 
Company,  the  Republic  Iron  and  Steel  Company,  and  the  Colorado 
Fuel  and  Iron  Company,  not  to  mention  several  others  of  magnitude. 
At  the  start,  moreover,  the  Corporation  did  not  acquire  the  Tennessee 
Coal,  Iron  and  Railroad  Company,  that  concern  not  being  taken  over 
until  1007. 
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Several  of  these  outside  concerns  were  at  that  time  engaged  in  the 
manufacture  of  special  products  which  did  not  bring  them  into  sharp 
conflict  with  the  Corporation,  or  confined  their  activities  to  a  more 
limited  field  than  that  of  the  Corporation.  The  failure  of  the  Cor- 
poration to  include  such  concerns  was,  therefore,  less  significant 
than  might  at  first  sight  appear.  However,  several  of  the  companies 
remaining  outside,  notably  the  Jones  &  Laughlin  interests,  the  Lacka- 
wanna Iron  and  Steel  Company  (see  p.  96),  the  Republic  Iron  and 
Steel  Company,  the  Pennsylvania  Steel  Company,  and  the  Cambria 
Steel  Company,  were  important  rivals  of  the  Corporation.  The 
Colorado  Fuel  and  Iron  Company  in  the  West  on  account  of  its  geo- 
graphical location,  was  not  a  serious  rival.  Nevertheless,  negotiations 
were  entered  into  shortly  after  the  organization  of  the  Steel  Corpora- 
tion for  the  acquisition  of  that  concern,  but  were  not  consummated. 
The  Tennessee  Coal,  Iron  and  Railroad  Company  in  the  South  was  at 
this  time  chiefly  concerned  with  the  production  of  foundry  pig  iron. 

The  consolidation  movement  in  the  steel  industry  reached  a  climax 
in  the  organization  of  the  Steel  Corporation.  Some  other  important 
mergers  of  iron  and  steel  properties  were  subsequently  etfected ;  most 
of  these,  however,  were  of  concerns  engaged  in  the  manufacture  of 
machinery  and  highly  elaborated  iron  and  steel  products,  rather  than 
in  those  cruder  and  simpler  steel  products  which  were  chiefly  turned 
out  by  the  concerns  already  discussed  in  this  chapter,  and  none  of 
them  compared  in  size  with  the  Steel  Corporation. 

The  Corporation  itself,  moreover,  made  several  further  important 
acquisitions  aside  from  that  of  the  Tennessee  Coal,  Iron  and  Rail- 
road Company.    These  are  referred  to  in  detail  in  Chapter  V. 


CHAPTEE  II. 

ANALYSIS    OF    INVESTMENT    OF   CONSTITUENT    COMPANIES    OF 
UNITED  STATES  STEEL  COEPORATION. 

Section  1.  Importance  of  determining  actual  investment  as  distinguished 
from  book  valuations  of  assets. 

As  already  stated,  an  important  feature  of  the  Bureau's  investiga- 
lion  of  the  steel  industry  is  a  discussion  of  the  relation  between  in- 
vestment and  capitalization.  Such  a  study  is  important  because  of 
its  direct  bearing  upon  the  reasonableness  of  prices  and  profits. 
Owing  to  the  fact  that  the  consolidation  movement  in  the  steel  in- 
dustry was  accompanied  by  a  great  inflation  of  security  issues,  a  com- 
parison of  profits  with  capitalization  as  a  rule  does  not  show  the  true 
rate  of  profit.  Instead,  it  is  necessary  to  determine  approximately 
the  actual  investment  value  of  the  properties  represented  by  such 
capitalization. 

It  may  be  noted  at  this  point  that  the  Bureau  has  not  attempted 
to  lay  down  principles  as  to  the  proper  basis  of  capitalization.  Opin- 
ions as  to  the  proper  basis  of  capitalizing  an  industrial  concern  are 
extremely  diverse.  One  of  the  most  common  theories  is  that  capi- 
talization should  represent  only  the  actual  cash  investment  in  the 
property  of  a  corporation.  Another  theorj'  assumes  the  cost  of  re- 
production of  2)lants  and  other  assets,  and  not  the  original  cash  in- 
vestment, as  the  proper  basis.  Another  view  largely  ignores  both 
the  preceding  considerations,  and  holds  that  capitalization  should  be 
chiefly  determined  by  earning  power ;  that  is,  that  the  amount  of 
securities  sirould  be  that  on  which  the  anticipated  earnings  will  yield 
at  least  a  certain  rate  of  profit,  this  rate  varying  with  different  indus- 
tries and  even  with  different  corporations  in  the  same  industry,  and 
depending  largely,  of  course,  upon  the  personal  views  of  the  organ- 
izers. Generally  speaking,  this  capitalization  on  the  basis  of  earning 
power  has  been  the  one  followed  in  the  organization  of  the  great  in- 
dustrial corporations  of  the  present  time,  in  so  far  as  any  definite 
tlieory  has  prevailed  at  all.  Still  another  theory  is  that  the  capitali- 
zation of  a  corporation  should  be  so  adjusted  and  readjusted  that  its 
securities  will  sell  substantially  at  par. 

It  is  not  intended  in  this  report  to  pass  upon  the  merits  of  these 
conflicting  views.  Obviously,  the  significance  of  the  word  "  over- 
capitalization "  depends  largely  upon  which  of  them  is  accepted  as 
the  correct  standard.  Instead  of  passing  upon  such  a  controverted 
point,  the  discussion  in  this  report  has  been  concerned  with  a  pre- 
sentation of  facts  in  order  to  show  the  relationship  between  capi- 

111 


112  THE   STEEL.  INDXJ&TEY. 

lalization  and  the  investment  represented  thereby,  and  particularly 
tlie  relationship  between  tlie  investment  in  tangible  property  values 
and  the  securities  issued.  The  value  of  intangible  items  such  as 
good  will,  '■  merger  value,"  and  similar  considerations  is  not  denied, 
but,  instead  of  attempting  to  measure  such  values,  as  a  rule  this  report 
simply  points  out  their  existence.  It  may  be  noted,  however,  that 
such  intangible  considerations  as  good  will  appear  to  be  of  relatively 
less  importance  in  the  steel  industry  than  in  many  other  industries 
where  brand  values,  trade-marks,  and  similar  factors  play  an  impor- 
tant part. 

While  not  attempting  to  lay  down  rules  as  to  capitalization,  the 
report  does  not  hesitate,  in  some  cases,  to  characterize  the  issuance 
of  securities  as  involving  overcapitalization,  since  the  evidence  at 
times  is  conclusive  that,  judged  by  any  standard,  the  issue  was 
excessive.      (See  also  p.  825.) 

In  the  following  discussion  the  word  "  capitalization  "  is  used  to 
represent  the  total  par  value  of  the  stocks  and  bonds  directly  issued 
by  a  given  company,  including,  unless  otherwise  indicated,  the  bonds 
of  underlying  comioanies.  Issues  of  debentures  are  regarded  as 
similar  to  issues  of  bonds,  and  the  "same  is  true  of  certain  temporary 
indebtedness,  such  as  purchase-money  obligations  and  sundry  real- 
estate  mortgages,  which  in  most  cases  appear  to  have  been  issued 
for  fixed  property.  Ordinary  bills  and  accounts  payable,  of  course, 
are  not  considered  as  coming  within  the  term  capitalization. 

Section  2.  Comparison  of  total  secnrities  issued  by  Steel  Corporation  with 
total  securities  and  cash  acquired  by  it. 

For  the  companies  acquired  at  its  organization  and  shortly  there- 
after, in  1901,^  plus  $'25,003,000  cash  capital,  together  with  under- 
writing services  (see  p.  248),  the  United  States  Steel  Corporation 
issued  the  following  securities: 

Preferred  stock .fSlO,  205,  743 

Couimon  sto</k .TO8,  227,  394 

Bonds .303,4.^0,000 

Total  1,321,883,1.37 

Add : 

Underlying  biin<ls  of  constituent  companies'' r>:t,  091,  (ifu 

.^fortg;l.^'(JS  ;ind  purchase  money  obligations  ' 21,  S72,  023 

Grand  total 1,402,840,817 

The  total  of  the  securities  directly  issued  by  the  United  States  Steel 
Corporation  ($1,H21,S,S8,1;57)  was  very  greatly  in  excess  of  the  total 

1  Including  tlie  American  Bridge  Company,  tlie  Lake  Superior  Consolidated  Iron  Mines, 
tlie  Bessemer  Steamship  I'ompany,  and  the  Shelby  Steel  Tube  Company.  The  additional 
Rocuritics  acquired  during  1901  by  exchange  of  stoclt  consisted  of  scattered  shares  of  com- 
panies, the  bulk  of  whose  stocks  had  already  been  purchased. 

2  Including  lj)41,84'l  scrip  of  the  Illinois  Stee!  Company. 

2  Includes  $s,r>Ofi,()00  Issued  for  the  Bessemer  Steamship  Company  after  the  formation  of 
the  Steel  Corporation. 
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securities  of  the  constituent  companies  thereby  acquiied.  The  terms 
on  which  the  securities  of  these  constituent  concerns  were  exchanged 
and  the  total  amounts  of  United  States  Steel  securities  issued  in  such 
exchange  are  given  in  the  following  table : 

Table  4.— COMPARISON  Oi'  SECDEITIES  ISSUED  BY  UNITED  STATES  STEEL 
CORPORATION  IN  1901  WITH  AMOUNTS  OF  SECURITIES  OF  CONSTITUENT 
rO.XCERNS  AND  CASH  ACQriRED  THEREFOR. 


Company. 

Securities 
and  cash 
acquired.^ 

United  .'States 
Steel  stock  is- 
sued for  each 
$100  old  stock. 

Amount  United  States  Steel  securities  issued  in 
exchange. 

Pre- 
ferred. 

Com- 
mon. 

Bonds. 

Preferred 
stock. 

Common 
stock. 

Total. 

Carnegie  Company: 

2  $159,450,000 
160,000,000 

53,260,200 
46,483,700 

39,997,400 
39,937,400 

39,998,500 
49,901,900 

26,992,200 
31,969,800 

18,325,000 
27,995,000 

13,997,500 
18,995,000 

24,497,700 
24,498,800 

m 

m 

$159,450,000 
144,000,000 

Stock  (all  common)... 

$98,277,120 

58,586,220 
1,859,348 

49,996,750 
3,514,491 

46,998,237 

$90,279,040 

$492,006,160 

Federal  Steel  Company: 
Preferred  stock 

$110. 00 
4.00 

126.00 
8.80 

117. 50 

125.00 

125.00 
20.00 

100.00 
100.00 

$107.50 

49,969,978 

110,415,646 

National  Tube  Company: 

125.00 

49,921,750 

103,432,991 

American  Steel  and  Wire 

Company  of  New  Jersey: 

Preferred  stock 

102.50 

51,149,448 

98,147,686 

National  Steel  Company: 
Preferred  stock 

33,740,250 

125.00 

39,962,250 

73,702,600 

American  Tin  Plate  Com- 
pany: 
Preferred  stock 

22,906,250 
5,599,000 

13,997,500 

Common  stock 

125.00 

34,993,760 

63,499,000 

American  "  Steel     Hoop 
Company: 
Preferred  stock 

100.00 

18,995,000 

32,992,500 

American     Sheet     Steel 
Company: 
Preferred  stock 

24,497,700 

Common  stock 

100.00 

24,498,800 

48,996,500 

1  Includes  scattered  shares  purchased  from  April  to  December,   1901.     Up  to  the  close 
of  1901  the  following  stocks  of  subsidiary  companies  had  not  been  acquired  : 


Company. 


Federal  Steel  Company 

American  Steel  and  Wire 
Company 

National  Steel  Company 

American  Sheet  Steel  Com- 
pany  

Amerioan  Bridge  Company. . . 


Preferred 
stock. 


$700 


1,000 
4,000 


400 
16,200 


Common 
stock. 


$600 

18,600 
30,000 

400 
4,400 


Company. 


Lake  Superior  Consolidated 

Iron  Mines 

Subsidiary  stocks 

Shelby  Steel  Tube  Company. . 


Total. 


Preferred 
stock. 


$223,900 


246,200 


Common 
stock. 


$10, 689 
91,218 
133,300 


289,207 


Some  of  these  stocks  were  acquired  later. 

=  The  remaining  $550,000  of  Carnegie  bonds  are  included  under  the  item  of  underlying 
bonds  of  subsidiary  companies. 
'  See  note  2,  page  174. 
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Table  4.— COMPARISON  OP  SECURITIES  ISSUED  BY  rXITED  STATES  STEEL 
CORI'ORATION  IN  1901  WITH  AMOT  NTS  OF  SECURITIES  OP  CONSTITUENT 
CONCERNS  AND  CASH  ACi.iUIRED  THEREFOR — Continued. 


Company. 

Securities 
and  cash 
acquired. 

United  States 
Steel  stock  is- 
sued for  each 
SlOOold  stock. 

Amount  United  States  Steel  securities  issued  in 
exchange. 

Pre- 
ferred. 

Com- 
mon. 

Bonds. 

Preferred 
stock. 

^XT°   ,      Total. 

American    Bridge    Com- 
pany: 

$31,348,000 
30,946,400 

29,413,905 

421,700 

4,770,100 
8,018,200 

SI 10. 00 
135. 00 

S105  on 

S:19  493  720 

$66,976,520 
79,417.542 

18, 500, 000 

Lake    Superior    Consoli- 
dated Iron  Mines:  Com- 
mon stock 

Oliver  Iron  Mining  and 
Pittsburg    S.   S.    com- 
panies (one-sixth  inter- 
est) 

133. 00 

39, 708, 771 

9,2.50,000 
1,791,038 

39, 708, 771 
9,250,000 

Shelby  Steel  Tube  Com- 
pany: 
Preferred  stock 

37.50 

25.00 

2, (1(14, .5.30         3,795,588 

Total  securities  ac- 
quired by  direct 

exchange! 

United  States  Steel  stocks 
issued  to  syndicate  for 
3174,000    par    value    of 
stocks  acquired  other- 
wise than  by  direct  ex- 
change and  for  S2o,oon,- 
000  cash  capital  and  un- 
derwriting services 

Stock  sold  to  incorpora- 

3  881,224.405 

174,000 
25,000,000 

3,000 

s;¥):^  4.^)0.000 

445  205,47.3    443  '^'>7  057  1. 191. SS2.. 3.32 

1 

f4.9fis,7r..s 
1,500 

(i4,99S,S:S7,     129,997,605 
1..500                3.000 

1,321,883,137 
59,091,657 

Total 

906,401,405 

303,450,000   610.205.74:1    608.227.394 

Underlying  bonds  of  con- 

Mortgages  and  purchase 
money    obligations    of 
constituent  companies 

3  21.S72.023 

Grand  total  securi- 
ties   issued    and 
assumed 

1,402,840.817 

1 

1  The  following  socuritics  of  several  of  the  companies  were  acquired  otiiprwis 
direct  exchan;;e,  as  explained  in  the  text  : 


National  Tube  Company: 

Preferred $2, 600 

Common 62,  COO 

American  Steel  and  Wire  Company  of  New 
Jersev: 

Preferred 500 

Common 79, 500 

National  Steel  Company: 

Preferred 3, 800 

Common 200 


than  by 


1,000 


American  Tin  Plate  Company:  Common. 

American  Steel  Hoop  Company : 

Preferred 2, 500 

Common 5, 000 

American  Sheet  Steel  Company : 

Preferred ." 1, 900 

Common 800 

American  Bridge  Company :  Preferred 9 ,  000 

174,000 


2  See  note  1  on  pape  113. 

3  Includes   $8,500,000   purchase-money    obligations    issued    for    the   Bessemer    Steamship 
Company. 
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It  will  be  noted  that  the  stock  of  the  Bessemer  Steamship  Company 
was  acquired  through  the  issue  of  purchase-money  obligations,  these 
being  issued  by  the  Pittsburg  Steamship  Company,  a  subsidiary  con- 
cern. A  cash  price  of  $8,500,000  was  named  on  this  property,  and 
while  it  might  be  considered  that  the  working  capital  of  the  Corpora- 
tion was  reduced  by  that  amount,  as  already  stated,  such  purchase- 
money  obligations  have  not  been  treated  by  the  Bureau  as  ordinary 
current  liabilities.  Until  their  redemption,  which  was  not  com- 
menced until  November,  1902,  the  actual  working  capital  of  the 
Corporation  was  not  reduced  on  account  of  this  acquisition. 

It  will  be  seen,  therefore,  that  the  organization  of  the  United  States 
Steel  Corporation  resulted  in  an  increase  of  capitalization  over  that 
of  its  constituent  concerns  (not  considering  underlying  bonds,  scrip, 
purchase-money  obligations,  etc.)  from  $881,398,4051  ^^  $1,321,- 
883,137,  or  of  $440,484,732;  after  deducting  $25,003,000  new  cash 
capital,  there  was  a  net  increase  of  $415,481,732,  or  47  per  cent. 

It  is  worth  calling  attention  to  the  fact  that  no  less  than  $144,000,000 
of  this  increase  in  capitalization  was  in  the  form  of  bonds.  The  total 
preferred-stock  issue  of  the  new  company,  namely,  $510,205,743,  com- 
pares with  an  aggregate  of  $253,213,500  for  the  preferred  issues  of 
the  subsidiary  concerns,  an  increase  of  $256,992,243.  Its  total  issue 
of  common  stock,  $508,227,394,  compares  with  an  aggregate  of 
$468,734,905  for  the  subsidiaries,  an  increase  of  $39,492,489. 

A  part  of  the  increase  in  capitalization,  as  just  noted,  was  covered 
by  the  $25,003,000  new  cash  capital  provided. 

Section    3.    Methods    of    determining    the    investment    of    the    Steel 
Corporation. 

As  the  first  step  in  an  analysis  of  the  investment  of  the  United 
States  Steel  Corporation  it  is  desirable  to  present  a  statement  of  the 
value  (reduced  to  a  cash  basis)  of  the  physical  property  acquired  by 
the  company  at  the  time  of  its  organization  in  1901.  Such  a  valua- 
tion, so  far  as  the  Steel  Corporation  is  concerned,  may  be  regarded 
as  the  approximate  equivalent  of  its  investment  in  such  property  at 
that  time.  Having  done  this,  the  subsequent  additions  to  the  Cor- 
poration's investment  can  be  determined  from  its  official  reports  and 
additional  data  obtained  directly  from  the  Corporation. 

The  establishment  of  the  value  of  the  physical  properties  of  the 
Corporation  at  its  organization  in  1901  is  a  diiRcult  task.  Obviously 
a  valuation  or  appraisal  of  the  physical  properties  of  the  Corpora- 
tion  as  they   existed   on  that   date   is  now    impossible.     No   such 

iThis  includes  $174,000  stock  in  constituent  companies  acquired  otlierwise  than  by  direct 
exchange. 
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appraisal,  nor  even  a  detailed  estimate,  appears  to  have  been  made  at 
the  time  the  company  was  organized.  Owing  to  the  great  importance 
of  determining  upon  a  valuation  which  shall  be  fair  and  yet  at  the 
same  time  not  distorted  because  of  the  great  inflation  of  securities 
issued,  the  Bureau  has  made  its  analysis  by  three  different  methods — 
first,  by  historical  study  of  the  organization  and  investment  of  the 
constituent  concerns  at  the  time  of  their  formation;  second,  by  com- 
putation of  the  public  estimate  of  the  value  of  the  properties  of  these 
constituent  concerns  as  reflected  in  the  market  prices  of  their  secur- 
ities ;  third,  by  a  more  detailed  estimate  of  the  value  of  the  physical 
properties  of  the  Corporation  by  departments  of  its  business,  com- 
puted from  all  available  data,  and  with  an  especially  elaborate  cal- 
culation of  the  value  of  the  ore  property. 

The  United  States  Steel  Corporation  and  several  of  its  constituent 
companies  discussed  in  the  following  pages  were  holding  companies, 
either  wholly  or  in  part,  so  that,  strictly  speaking,  their  property  to 
this  extent  consisted  of  securities  held  in  their  treasuries.  For  the 
sake  of  clearness  and  convenience,  however,  this  technical  considera- 
tion will  be  disregarded  and  the  property  of  such  holding  companies 
considered  as  the  property  covered  by  the  securities  thus  owned. 

The  Bureau's  analysis,  based  upon  historical  study  of  the  organiza- 
tion and  investment  of  the  constituent  concerns  of  the  Steel  Corpora- 
tion, is  presented  in  this  chapter.  In  general  the  evidence  shows  that 
in  the  organization  of  the  principal  constituent  concerns  of  the  Steel 
Corporation  preferred  stock  was  issued  up  to  the  full  amount  of  the 
physical  assets,  at  least,  and  in  many  cases  up  to  the  full  value  of 
the  properties  acquired,  including  intangible  considerations  as  well, 
so  that  the  common  stock  was  nothing  more  than  a  mere  bonus.  The 
common  stock  of  the  Federal  Steel  Company,  however,  had  some  tan- 
gible assets  back  of  it.  In  the  case  of  the  most  important  constituent 
concern,  the  Carnegie  Company,  there  was  no  preferred  stock,  but 
instead  a  large  issue  of  bonds.  For  this  concern  the  evidence  on 
the  whole  tends  to  show  that  bonds  were  issued  substantially  up 
to  the  full  amount  of  the  physical  assets  acquired  and  that  the  stock 
was  issued  merely  against  good  will  and  other  intangible  considera- 
tions. 

Such  analysis  of  the  investment  in  the  constituent  companies  of 
the  Steel  Corporation  at  the  dates  of  their  respective  organizations 
does  not,  of  course,  fairly  represent  the  value  of  such  investment  in 
April,  1901,  when  these  concerns  were  acquired  by  the  Steel  Corpo- 
ration. The  accumulated  surplus  earnings  of  these  concerns  during 
the  intervening  period  are,  however,  available,  and  by  combining 
these  and  capital  otherwise  obtained  with  the  Bureau's  estimate  of 
the  original  investment  there  is  obtained  what  is  approximately  the 
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investment  of  these  concerns  ;it  the  time  the  Steel  Corporation  was 
formed.     (See  p.  167.) 

After  analyzing  the  investment  of  the  constituent  concerns  in  this 
manner,  the  second  method  above  noted  is  taken  up,  namely,  the  com- 
putation of  the  market  prices  of  the  securities  of  these  constituent 
companies.  The  more  elaborate  analysis  by  the  third  method  is  pre- 
sented in  Chapter  III,  while  in  Chapter  IV  the  evidence  obtained  by 
all  these  methods  is  summarized,  together  with  some  further  data 
bearing  upon  the  problem. 

No  one  of  these  methods  of  analysis  can  be  regarded  as  precise  or 
absolutely  conclusi^-e,  but  the  study  of  the  investment  in  the  prop- 
erty of  the  Corporation  from  these  three  ditferent  points  of  view 
gives  a  basis  fOr  a  fair  and  approximately  correct  estimate  of  that 
value.  In  any  event,  the  methods  followed  in  this  report  afford  by 
far  the  best  criterion  for  judging  the  investment  in  these  properties 
that  can  be  presented  so  long  after  the  company  was  formed. 

There  will  first  be  taken  up  the  historical  analysis  of  the  organiza- 
tion of  the  j^rincipal  constituent  concerns.  It  will  be  found  con- 
venient to  discuss  these  companies  in  the  following  order : 

Federal  Steel  Company. 

American  Steel  and  Wire  Company. 

American  Tin  Plate  Company. 

National  Steel  Company. 

American  Steel  Hoop  Company. 

American  Sheet  Steel  Company. 

National  Tube  Company. 

Shelby  Steel  Tube  Company. 

American  Bridge  Company. 

Lake  Superior  Consolidated  Iron  Mines. 

Bessemer  Steamship  Company. 

Carnegie  Compiiny. 

Section  4.  Federal  Steel  Company. 

The  Federal  Steel  Company  at  its  organization  in  September, 
1898,  issued  $53,260,900  of  6  per  cent  noncumulative  preferred  stock 
and  $46,484,300  of  common  stock,  a  total  of  $99,745,200.  The  au- 
thorized amounts  were  $100,000,000  of  each  class.  It  acquired 
therefor  the  stocks  of  the  Illinois  Steel  Company,  the  Minnesota  Iron 
Company,  the  Elgin,  Joliet  and  Eastern  Railway  Company,  the  Lo- 
rain Steel  Company  of  Ohio  (a  majority  interest),  and  the  Johnson 
Company  of  Pennsylvania,^  aggregating  $49,168,435,  together  with 
a  net  sum  of  $11,092,224  cash.^     The  various  stocks  were  acquired 

1  This  covered  stocks  of  certain  subsidiaries  of  tliat  concern. 

-  The  organization  agreement  provided  for  the  raising  of  $14,075,000  cash,  but  a  portion 
of  this  was  used  in  part  payment  of  the  Lorain  Steel  Company,  as  indicated  in  the  table. 
The  net  amount  of  cash,  as  stated  above,  may  not  allow  for  expenses  of  organization, 
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subject  to  bonded  indebtedness  aggregating  $30,217,179.     The  trans- 
action is  summarized  in  the  following  table : 

tablh  r,.— comparison  op  stock  issued  by  federal  steel  company  with 

SECURITIES   AND    CASH    ACQUIRED   AT    ITS   ORGANIZATION    IN    SEPTEMBER, 

1S98. 

Federal   Steel  securities  issued  : 

Preferred  stoclt,   6  per   cent  noncumulatife $53,260,900 

Common    stock 46,  484,  300 

Total 99,  745,  200 

Securities  and  cash  acquired  : 
Stocls — 

Illinois    Steel    Company $18,650,635 

Minnesota   Iron   Company 16,  500,  000 

Elgin,  .Toliet  and  Eastern  Railway  Company 6,  000.  000 

Lorain   Steel   Company   of  Ohio .____     i  5,  017,  800 

Johnson  Company  of  Pennsylvania .">,  000,  000 

49,  168,  435 

Cash — 

Syndicate  arrangement 14,075,000 

Lorain-.Tohnson    purchase  ^ 264,455 

Total 14,  339,  455 

Less    cash    paid    in    connection    with    Lorain-Johnson 

purchase 2,  647,  231 

Net    cash 11,  692,  224 

Total  securities   (par  value)    and  cash  acquired 3  (;0,  860,  659 

Excess    of    securities    issued    over    securities    and    new    cash    ac- 
quired       38,  884,  541 

There  can  be  no  doubt  that  the  large  amount  of  stock  issued  by  the 
Federal  Steel  Company  considerably  exceeded  a  fair  market  valua- 
tion of  the  property  back  of  the  stocks  acquired,  plus  the  new  cash 
caj)ital  provided^  after  allowing  for  the  bonded  indebtedness. 

The  Federal  Steel  Company  offered  to  issue  its  preferred  stock  for 
the  shares  of  three  of  the  constituent  companies  on  the  following 
terms :  Illinois  Steel  Company,  1  share  for  each  share  of  old  stock ; 
]\linnesota  Iron  Company,  1.355  shares  for  each  share  of  old  stock; 
Elgin,  Joliet  and  Eastern  Eailway  Company,  0.875  share  for  each 
share  of  old  stock. 

The  company  also  agreed  to  deliver  to  the  underwriting  syndicate 
in  return  for  $14,075,000  of  cash  and  the  services  of  the  syndicate 
$5,680,505  par  value  of  its  preferred  stock  and  $45,426,500  par  value 
of  its  common  stock.    It  was  stipulated,  however,  in  the  underwriting 

1  The  Federal  Steel  Company  subsequently  acquired  the  remaining  $3,982,200  stock  of 
the  Lorain  Steel  Company  iit  par,  thereby  reducing  its  working  capital  to  that  extent,  hut 
the  above  is  a  correct  statement  of  the  transaction  at  the  time. 

2  See  page  124. 

2  These  various  stocks  were  acquired  subject  to  bonded  indebtedness  of  $30,217,179,  as 
follows  : 

Illinois  Steel  Company $13,  285,  123 

Southwest   Connellsville   Coke   Company 173.  056 

Minnesota   Iron   Company    (underlying  bonds) 7.742,000 

Elgin,  Joliet  and  Eastern  Ituilway  Company 7,417,000 

Lorain  Steel  Company   (underlyins  bonds) 1,600,000 

Total , ,,_,--, --,..—. „__     30,217,  179 
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agreement  that  the  syndicate  should  offer  to  the  stockholders  of  the 
constituent  companies  an  alternative  proposition  by  which,  on  deposit 
of  certain  sums  in  cash,  these  stockholders  would  receive,  in  addition 
to  the  respective  amounts  of  preferred  stock  above  stated,  a  certain 
amount  in  common  stock  of  the  company,  the  cash  so  raised,  of  course, 
relieving  the  syndicate  to  that  extent  of  the  necessity  of  proxiding 
the  stipulated  amount  of  $14,075,000.  The  arrangement,  so  far  as 
these  three  principal  companies  were  concerned,  worked  out  as 
follows :  '■ 

Table  6. — AMOUNTS  OP  FEDERAL  STEEL  STOCKS  DELIVERED  BY  UNDERWRIT- 
ING SYMIICATE  IN  EXCHANGE  FOR  STOCKS  IN  ACfiUIRED  COMl'ANIES,  AND 
I 'ASH  SECURED  IN  CONNECTION  WITH  THIS  EXCHANGE.-' 


Deposited. 

Received  in  Federal  Steel  stocks. 

Constituent  companj'. 

Old  stock, 
par  value. 

Cash. 

Preferred. 

Common. 

Amount 
per  share. 

Total. 

Amount 
per  share. 

Total. 

Amount 
per  share. 

Total. 

Illinois  Steel  Company... . 

Minnesota  Iron  Company. 

Elgin,  Joliet  and  Eastern 

Railway 

S18,650,63S 
16,600,000 

6,000,000 

$20. 00 
27.10 

17.50 

$3,730,127 
4,471,500 

1,050,000 

$100.00 
135.50 

87.50 

$18,650,635 
22,367,500 

5,260,000 

$80.00 
108.40 

70.00 

$14,920,508 
17,886,000 

4,200,000 

Total 

41,150,635 

9,251,627  1 

46,258,135 

37,006,508 

>  The  calculation  here  given  is  on  the  assumption  that  all  of  the  underlying  stocks  ivere 
exchanged.  There  were  a  few  shares  of  some  of  these  underlying  stocks  which  were  not 
deposited  under  this  offer  within  the  time  limit  originally  set,  and  it  is  possible  that  when 
these  were  subsequently  acquired  no  cash  was  obtained.  The  tacts  could  not  be  definitely 
ascertained  and  the  amount  of  such  delinquent  stock  is  so  small  that  this  consideration 
may  be  ignored.      (See  also  p.  126.) 

-  The  arrangement  offered  by  the  underwriting  syndicate  is  shown  below  : 


Constituent  company. 


Illinois  Steel  Company 

Minnesota  Iron  Company 

Elgin,  Joliet  and  Eastern  Railway 


On  deposit  of— 


Old  stock, 
par  value. 


$100 
100 
100 


Required 
cash  pay- 
ment. 


$20. 00 
27.10 
17.50 


Received  Federal  Steel 
stocks. 


$100. 00 
135.50 
87.50 


S80.00 

10S.40 

70.00 


It  is  worth  noting  that  if  Federal  Steel  preferred  stock  had  been  considered  worth  .$80 
in  cash  the  prices  in  that  stock  for  the  constituent  stocks  given  on  page  118  would  suggest 
a  cash  value  of  these  as  follows  :  Minnesota  Iron,  .$108.40  ;  Illinois  Steel,  .$80 ;  IClgiu,  .lollet 
and  Eastern  Railway,  .$70.  If  from  the  amounts  of  preferred  stock  received  by  stockholders 
of  these  concerns  as  stated  here  there  be  deducted  the  amounts  subscribed  for  in  cash,  it 
will  be  seen  that  the  remaining  amounts  of  preferred  would  be  identical  in  each  case  with 
the  amounts  of  common,  and  moreover  identical  with  the  Indicated  cash  values  just  given. 
These  facts  suggest  the  possibility  that  $100  in  preferred  and  $100  in  common  stock  of  the 
Federal  Steel  Company  was  given  for  each  $100  of  appraised  cash  value  of  the  acquired 
stocks,  the  remaining  preferred  stock  of  the  Federal  Steel  Company  being  Issued  in  each 
case  for  cash  at  par, 
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Illinois  Steel  Compant.— For  the  $18,650,635  stock  of  the  Illinois 
Steel  Company,  plus  $3,730,127  in  cash,  therefore,  the  Federal  Steel 
Company  issued  $18,650,635  of  its  preferred  and  $14,920,508  of  its 
common  stock,  a  total  of  $33,571,143.  The  cash  value  of  the  equity, 
in  excess  of  bond  indebtedness,  in  the  property  represented  by  this 
Illinois  Steel  stock  unquestionably  was  much  less.  The  Illinois  Steel 
Company,  which  was  organized  in  1889,  was  itself  a  consolidation  of 
three  concerns— the  North  Chicago  Rolling  Mill  Company  (with 
plants  at  North  Chicago,  South  Chicago,  and  Milwaukee),  the  Union 
Steel  Company,  and  certain  property  of  the  Joliet  Steel  Company, 
against  which  the  Illinois  Steel  Company  originally  issued  $17,- 
622,000  of  its  stock.1 

The  capital  stock  was  subsequently  increased  to  $18,650,635.  In 
addition  the  Illinois  Steel  Company  had  outstanding  at  the  time 
of  the  transfer  to  the  Federal  Steel  Company  $13,200,000  bonds  and 
$85,142.67  in  scrip. 

At  this  late  date  it  is  practically  impossible  to  say  how  far  the 
stock  of  the  Illinois  Steel  Company  was  covered  by  actual  value. 
The  valuation  placed  upon  the  plants  by  the  officers  of  the  three 
constituent  concerns  at  the  organization  of  that  company,  for 
purposes  of  consolidation,  was  $12,750,000,  or  about  $5,000,000  less 
than  the  amount  of  the  stock  issued  by  the  new  concern.^  In  view  of 
the  usual  tendency  to  inflate  valuations  in  such  mergers,  it  seems 
altogether  jirobable  that  these  plant  valuations  were  liberal.  The 
difference  between  these  valuations  and  the  total  issue  of  stock  of  the 
new  concern  may  have  been  covered  by  working  capital. 


1  The  amounts  of  the  Illinois  Steel  Company's  stock  issued  for  the  constituent  concerns 
were  given  in  the  1897  Investors  Supplement  of  the  Economist  (Chicago)  as  follows,  the 
rates  of  exchange  being  obtained  from  the  consolidation  agreement ; 


Company. 


Capital  stock 
of  old  com- 
pany at  time 
of  merger. 


Each  $100  of 
old  stockj  re- 
ceived m 
Illinois  Steel 
stock. 


Illinois  Steel 
stock  issued 
in  order  to 
make  the  ex- 
change. 


North  Chicago  Rolling  Mill  Company . 
Union  Steel  Company: 

Preferred 

Common 

Joliet  Steel  Company 


S158. 50 


S9, 510, 000 


3,000,000 

1,600.000 

See  below. 


l°f;0°  }  3,486,000 
4,626,000 


Total. 


17,032.000 


The  Illinois  Steel  Company  did  not  acquire  the  capital  stock  of  the  Joliet  Steel  Company, 
but  instead  the  manufacturing  plant  of  the  latter  at  Joliet  and  possibly  some  of  its 
detached  property.  The  Joliet  Steel  Company  subsequently  went  into  liquidation  and  dis- 
tributed to  its  stockholders  the  Illinois  Steel  Company  stock  received  in  this  manner  as 
well  as  its  remainins  assets.  The  authorized  capital  stock  of  the  Joliet  Steel  Company  at 
this  time  was  ,13,000,000  ;  the  amount  outstanding  apparently  was  about  .$2,900,000. 
2  This  total  was  allotted  as  follows  t 

Plant  of  the  North  Chicago  Rolling  Mill  Company $7,  OOO,  000 

riant  of  the  Union  Steel  Company 2,  750  000 

Plant  of  the  Joliet  Steel  Company 3^  OOO  000 


Total - 


750,  000 
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A  condensed  balance  sheet  of  the  Illinois  Steel  Company  on  June 
oO,  1808,  gave  the  value  of  the  plants,  with  real  estate  and  improve- 
ments, at  $20,194,096,  and  the  total  book  value  of  the  stock  (after 
allowing  for  bonded  indebtedness)  at  $19,315,542;  that  is,  the  capital 
stock,  $18,650,635,  and  the  surplus,  $664,907.  A  condensed  state- 
ment of  the  property  follows: 

Plant .f20,  405,  4li8 

Less  reserve  for  replacements,  etc 211,  372 

Plant,  net 20.104,096 

Permanent  investments T,  021.  650 

Working  capital    (net) .5,  :!,S4,  9.39 

Total  net  assets 82,  000,  6S5 

Bonds  and  scrip 13,  285, 143 

Book  value  of  stock 19.  .'115.  542 

There  is  good  reason  for  regarding  this  book  valuation  of  the  stock 
at  this  time  as  sufficiently  high.  Including  the  bonds,  the  indicated 
book  value  of  the  investment  was  approximately  $32,500,000,  which 
Avas  sufficient  to  cover  a  very  extensive  investment  in  iron  and  steel 
properties. 

That  the  company  was  liberally  capitalized,  moreover,  is  indicated 
by  the  earnings,  which  from  the  date  of  its  organization,  in  May, 
1889,  to  December  31,  1897,  averaged  only  3.8  per  cent  on  the  capital 
stock,  as  follows: 

Table  T.— SUMM.VRY  OF  EARNINGS  OF  ILLINOIS  STEEL  COMPANY,  1889-)Si:i7. 


• 

Year. 

Net  earnings, 
after  interest 
on  bonds  and 
depreciation 
charges. 

Dividends. 

Annual 
surplus. 

S9,i,.341 

835, 177 

1,038.777 

3  1,432,964 

3  885,803 

30,607 

1,233,266 

3  1,263,800 

370,025 

Total 
surplus. 

1889  J 

(!798,741 
2,261,095 
1,038,777 
2,019,268 
< 885,803 
30,607 
1,233,266 
3  704,281 
370,025 

1703,400 
1,425,918 

S9o,341 

930,518 

1  969  29*1 

1890 

1891                                           .              ... 

1S92 

2  3,452,232 

536,331 
3  349  472 

1893                                       

1894 

3  318,865 

914,401 

3  349,399 

20,626 

1895                                   

1896 

659,519 

1897                    

Total 

6,161,695 

6,141,069 

20,626 

20,626 

Average  annual  net  earnings,  after  interest  on  bonds  and  depreciation,  8^  years. . . .- 

Equal  on  issued  stock  of  $18i650,635  ^  to per  cent  per  annum. 

Average  annual  net  earnings,  May,  1889,  to  December,  1892,  35  years 

Average  rate,  1889-1892,  only per  cent  per  annum . 


S710.965 

3.8 

81,668,513 


1  Eight  monttis. 

2  These  dividends,  which  include  the  scrip  dividend  of  13..61  per  cent,  or  52,519,700,  and  a  cash  dividend 
0  (5  per  cent,  or  $932,532,  were  not  paid  until  1893. 

3  Deficit. 

*  Deficit.    After  allowing  for  depreciation  (chiefly  on  ore)  of  $1,467,371. 

5  During  a  small  portion  of  this  period  the  amount  of  stock  issued  was  somewliat  less,  but  not  enough  to 
materially  affect  the  average  rate  as  here  stated. 
dR9K° — 1 1 1  n 
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While  there  is,  of  course,  no  rigid  relationship  between  earnings 
and  property  values,  it  must  be  admitted  that  average  earnings  of 
less  than  4  per  cent  by  a  large  steel  company^  over  a  period  of  more 
than  eight  years  do  not  indicate  a  high  value  for  the  stock.  It  is 
true  that  during  the  latter  part  of  the  period  covered  the  iron  in- 
dustry was  very  badly  depressed  in  sympathy  with  the  commercial 
panic  which  affected  all  business  at  that  time.  From  1889  to  1892, 
however,  the  steel  industry  was  distinctly  prosperous.  An  average 
rate  of  earnings  of  only  8.9  per  cent  for  this  particular  period,  there- 
fore, indicates  that  the  capitalization  of  the  Illinois  Steel  Company 
at  least  did  not  understate  the  investment. 

This  conclusion  is  further  supported  by  the  prices  of  the  com- 
pany's stock,  which  from  1895  to  the  middle  of  1898  (or  just  prior 
to  the  transfer  of  the  company  to  the  Federal  Steel  Company)  ruled 
at  considerably  below  par,  and  frequently  at  much  less  than  half 
the  par  value.  The  highest  and  lowest  prices  of  stock,  yearly,  for 
this  period  were  as  follows : 


Year. 

Highest. 

Lowest. 

Year. 

Highest. 

Lowest. 

1895 

82J 
75 

59 
33 

1897 

50 

60 

29J 

1896 

1898  (January  to  July) 

44i 

In  the  latter  part  of  1898  the  price  of  the  stock  rose  sharply,  but 
this  was  undoubtedly  due  to  the  pending  organization  of  the  Federal 
Steel  Company. 

So  far  as  the  available  evidence  goes,  therefore,  it  suggests  that  the 
maximum  valuation  which  can  be  placed  upon  the  stock  of  the  Illi- 
nois Steel  Company  would  be  the  book  valuation  above  given,  namely, 
$19,315,542,  or  after  an  adjustment  for  the  accounts  of  certain  sub- 
sidiaries, $19,238,149.  Indeed,  such  valuation  seems  unduly  liberal. 
Using  this  figure,  however,  and  adding  to  it  the  $3,730,127  in  cash 
acquired  therewith  (see  Table  6)  gives  a  total  consideration  of 
$22,968,276,  against  which  the  Federal  Steel  Conipany,  as  above 
shown,  issued  $33,571,143  of  its  stock  ($18,650,635  preferred  and 
$14,920,508  common) .  This,  of  course,  is  over  and  above  the  bonded 
indebtedness. 

Minnesota  Iron  Company. — For  the  $16,500,000  stock  of  this  con- 
cern, plus  $4,471,500  cash,  the  Federal  Steel  Company  (see  Table  6) 
issued  $22,357,500  of  its  preferred  and  $17,886,000  of  its  common 
stock,  or  a  total  of  $40,243,500. 

It  is  exceedingly  difficult  to  estimate  the  value  of  the  Minnesota 
Iron  Company.  It  included  extensive  ore  property,  improved  and 
unimproved,  a  fleet  of  9  ore  steamers  and  7  barges,  also  $3,000,000 
capital  stock  of  the  Duluth  and  Iron  Range  Railroad,  a  very  profit- 
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able  concern,  together  with  some  miscellaneous  securities  and  quick 
assets.  The  consolidated  balance  sheet  of  the  company  for  June  30, 
1898,  the  date  as  of  which  the  Federal  Steel  Company  acquired  this 
concern,  showed  a  surplus  of  $6,436,134,  which,  added  to  the  capital 
stock  of  $16,500,000,  gives  a  total  book  value  of  $22,936,134 ;  the  com- 
pany had  no  bonded  debt,  but  there  were  $7,742,000  underlying  bonds. 

"VMiile  there  can  be  little  doubt  that  the  actual  investment  in  the 
property  was  considerably  less  than  the  book  value,  it  is  difficult  to 
say  how  far  the  book  value  may  have  differed  from  a  fair  current 
valuation  of  the  property  at  the  time  the  Federal  Steel  Company 
was  organized.  The  ore  property  of  the  company  had  enhanced  in 
value  somewhat,  while  the  extent  of  the  ore  reserves  later  proved  to 
be  considerably  greater  than  the  original  estimates.  The  value  of 
the  company's  investment  in  the  Duluth  and  Iron  Range  Railroad, 
which  had  a  suljstantial  monopoly  of  the  ore  business  in  a  limited 
section  of  the  Lake  region  and  which  earned  large  profits  (an  aver- 
age of  nearly  20  per  cent  on  the  $3,000,000  capital  stock  from  1894 
to  1898),  is  also  difficult  to  estimate. 

The  earnings  of  the  Minnesota  Iron  Company  for  the  three  years 
ended  April  30, 1893  (later  figures  are  not  available),  were  equivalent 
to  8^  per  cent  on  the  $16,500,000  of  stock  outstanding.  As  these,  on 
the  whole,  were  distinctly  prosperous  years,  this  average  rate  does  not 
indicate  a  valuation  of  the  property  in  excess  of  the  stock  plus  the 
accunmlated  surplus.  The  market  valuation  of  the  stock  of  the  com- 
pany during  this  period  ranged  from  about  $65  to  $90  per  share,  or 
considerably  less  than  par  value,  while  from  1894  to  July,  1898,  the 
stock  never  sold  as  high  as  $80  and  frequently  sold  below  $50,  and 
occasionally  below  $40,  per  share ;  in  the  latter'  part  of  1898  it  rose 
sharply  to  about  par,  but  this  price  was  in  anticipation  of  the  organi- 
zation of  the  Federal  Steel  Company  and  can  not  be  used  as  an 
indication  of  the  value  of  the  property.^ 

Therefore,  as  in  the  case  of  the  Illinois  Steel  Company,  so  far  as 
the  available  evidence  indicates,  there  is  reason  to  believe  that  the 
real  value  of  the  property  did  not  exceed  the  book  value,  i.  e.,  the 
capital  stock  plus  the  surplus,  as  shown  by  the  consolidated  balance 
sheet. 

Elgin,  Joliet  and  Eastern  Railway  Company. — The  stock  of  the 
Elgin,  Joliet  and  Eastern  Railway  Company,  as  above  noted,  was 
valued  for  consolidation  purposes  at  $87.50  per  share  in  Federal  Steel 
preferred  stock,  this  being  equivalent  at  the  current  market  price  of 

1  The  range  of  quotations  yearly  from  1890  to  1898  was  as  follows  : 


1890 80  -91 

1891 68  -84 

1892 63i-82 

1893 00  -69i 

1894 40  -52 


1895 39-72 

1890 40-72 

1897 38-60 

1898 57-99S 
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the  latter  (see  p.  125)  to  less  than  $70  in  cash.  The  average  earnings 
for  the  three  years  ended  June  30,  1898,  after  deducting  all  fixed 
charges,  were  equivalejit  to  only  about  1.3  per  cent  annually  on  the 
$6,000,000  of  capital  stock.  The  company  at  the  time  of  the  transfer 
had  outstanding  about  $7,417,000  of  bonds.  This  large  indebtedness, 
taken  in  connection  with  the  moderate  earnings  above  shown  (even 
allowing  for  the  fact  that  thej^  were  for  years  of  depression),  leaves 
little  doubt  that  a  valuation  of  $70  per  share  for  the  stock  is  not  only 
liberal,  but  probably  excessive.  On  this  basis  its  value  would  be 
$4,200,000,  whereas  for  this  stock,  plus  $1,050,000  in  cash,  the  Federal 
Steel  Company  issued  $9,450,000  of  its  securities. 

LoEAiN  Steel  Cojipaxy  properties. — For  $5,017,800  stock  of  the 
Lorain  Steel  Company  of  Ohio,  and  $3,000,000  stock  of  the  Johnson 
Company  of  Pennsylvania  (this  covering  the  stocks  of  several  sub- 
sidiary companies),  the  Federal  Steel  Company  issued  $1,322,200 
of  its  preferred  stock,  and  $1,054,800  of  its  common  stock,  together 
with  a  cash  payment  of  $2,647,231.  It  received  with  these  properties 
$264,455  in  cash,  which  may  be  considered  as  reducing  the  net  cash 
l^ayment  to  that  extent.  The  total  consideration,  taking  the  Federal 
Steel  stocks  issued  at  their  par  value,  would  be  $4,759,776.  A  better 
basis,^  however,  is  to  take  these  stocks  at  the  average  market  prices  at 
which  they  sold  during  the  first  few  months  after  the  organization 
of  the  Federal  Steel  Company.  (See  p.  125.)  This  would  reduce  the 
net  total  consideration  to  approximately  $4,068,000.  As  a  matter  of 
fact,  the  original  cost  of  these  Lorain  properties  as  stated  to  the 
Bureau  by  the  Steel  Corporation,  was  almost  exactly  $4,000,000. 
Subsequently,  the  balance  of  the  stock  of  the  Lorain  Steel  Company 
was  acquired  at  par. 

SuJMMARY. — Accepting  the  book  valuations  of  the  Illinois  Steel  and 
the  Minnesota  Iron  companies'  stocks,  and  a  valuation  of  $70  per 
share  for  the  stock  of  the  Elgin,  Joliet  and  Eastern  Railway  Com- 
pany, and  allowing  $4,000,000  for  the  Lorain  and  Jolinson  concerns, 
the  total  indicated  value  of  the  property  acquired  by  the  Federal 
Steel  Company,  including  the  new  cash  capital  (net),  was  approxi- 
mately $62,000,000,  as  follows: 

Table  S.— COMPARISON  OF  INDICATED  VALUE  OF  PROPERTY  (STOCKS  AND 
CASH)  ACQUIRED  BY  FEDERAL  STEEL  COMPANY  AT  ITS  ORGANIZATION 
WITH  THE  AMOUNT  OF  ITS  STOCK  ISSUED. 

Illinois  Steel  stock  at  par,  plus  surplus ,^i;),  233,  149 

Minnesota  Iron  stock  at  par,  plus  surplus *J2,  0M6.  134 

Elgin,  .Toliet  and  Eastern  stock,  at  70  per  cent  of  its  par  value 4,  200,  000 

^  The  use  of  market  prices  of  the  stock  of  a  consolidation  in  such  computations  is  as 
a  rule  open  to  objection,  as  such  prices  may  reflect  a  value  due  to  the  very  merger  of 
competing  concerns,  but  in  this  instance,  owing  to  the  comparatively  small  amount  in- 
volved, it  is  permifsible,  and  in  any  event  gives  a  better  basis  than  the  use  of  the  par 
value. 
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Lorain  Steel  Company  and  Johnson  Company  stock,  estimated  value $4,  000,  000 

Cash: 

Syndicate  arrangement !fl4,  OTo,  000 

Lorain-Johnson  purchase : 264.  4ri3 

Total    14,339,455 

Less  cash  paid  in  connection  with  Lorain-Johnson  purchase-     2.  647.  2.'',1 

Net  cash   11,692,224 

Total  indicated  value  of  assets  over  bonded  indebtedness 162,066,507 

Federal   Steel  preferred  stock  issued 53,260,900 

Indicated  excess  of  value  over  par  value  of  preferred  stock  alone 8,  805,  007 

Total  Federal  Steol  stocks  issued,  preferred  and  common 99,  74.j.  200 

Total  indicated  value  of  assets  over  bonded  indebtedness '  02,  066,  507 

Indicated  deficiency  of  assets,  as  compared  wit*  total  stock  issued .':i7,  G7.S,  09.'^ 

It  should  be  repeated  that  the  above  valuations  are  necessarily  some- 
what arbitrary  and  tentative.  The  earnings  of  the  Illinois  Steel 
Company  and  the  prices  of  its  securities  indicate  that  the  book  value 
of  that  concern  was  excessive,  whereas  in  the  case  of  the  Minnesota 
Iron  Company  the  book  valuation  may  have  been  conservative.  The 
value  allowed  the  Elgin,  Joliet  and  Eastern  stock  probably  is  exces- 
sive, while  that  assigned  the  Lorain  properties  is  the  approximate 
cash  cost.  Taking  conditions  as  they  were  in  1898,  however,  the 
available  evidence  suggests  that  an  estimate  of  about  $62,000,000, 
as  the  value  of  the  properties  acquired  by  the  Federal  Steel  Company, 
after  allowing  for  underlying  bonds,  is  sufficient.  The  Bureau  has, 
however,  increased  this  to  $63,000,000.  This  was  over  and  above  the 
bonded  indebtedness  of  these  concerns  of  $30,217,179,  which  has  been 
considered  as  representing  an  equivalent  investment. 

This  conclusion  finds  further  confirmation  in  the  market  prices  of 
Federal  Steel  stocks.  Based  upon  the  average  prices  for  the  latter 
part  of  1898,  the  aggregate  value  of  these  stocks  was  approximately 
but  $55,700,000,  as  follows : 

Preferred  stock,  $53,200,900.  ;it  75.4: $40, 158,  719 

Comiuoii  stock,  $46,484,300,  nt  33.4 1.5,  .^25.  750 

Total 55,  084,  475 

The  average  prices  in  1899  were  82.3  for  the  preferred  stock  and 
57.4  for  the  common  stock,  which  give  a  total  valuation  for  the  stock 
of  approximately  $70,500,000.  The  year  1899,  however,  as  already 
noted,  was  one  of  abnormal  prosperity  in  the  iron  and  steel  industry. 
The  average  prices  of  the  stock  in  1900'  were  70.3  for  the  preferred 
and  42.6  for  the  common,  giving  an  indicated  valuation  of  both 
stocks  of  roughly  $57,250,000.  Taking  the  average  prices  of  the 
stocks  for  the  entire  period  from  the  organization  of  the  company  in 
1898  to  the  close  of  1900,  the  market  valuation  was  about  $61,150,000. 
An  average  valuation  over  so  considerable  a  period  is  certainly  en- 
titled to  considerable  weight,  and  particularly  because  the  Federal 

1  See  note  3,  Table  5,  page  118. 


126 


THE   STEEL  INDXJSTEY. 


Steel  Company  was  in  no  sense  a  monopoly.  The  close  agreement 
between  this  valuation  and  the  valuation  indicated  by  the  foregoing 
rough  analysis  of  the  property  is  striking. 

From  Table  6,  on  puge  119,  it  appears  that  stockholders  of  the 
Illinois  Steel  Companj',  the  Minnesota  Iron  Company,  and  the  Elgin, 
Joliet  and  Eastern  Railway  Company,  in  return  for  the  deposit  of 
their  stocks  and  payment  of  $9,251,627  in  cash,  received  $46,258,135 
of  preferred  and  $37,006,508  of  common  stock  of  the  new  company. 
There  was  issued  as  part  of  the  purchase  price  of  the  Lorain  and 
Johnson  companies  $1,322,200  Federal  Steel  preferred  and  $1,054,800 
common  stock. ^  There  was'left  for  the  syndicate,  therefore,  $5,680,565 
of  preferred  stock  and  $8,422,992  of  common  stock  in  return  for 
$4,823,373  of  cash  which  the  syndicate  was  to  furnish  in  order  to 
make  up  the  stipulated  total  of  $14,075,000.  This  arrangement  may 
be  summarized  as  follows : 


Preferred  stock 
issued. 


Copiinon  stock 
issued. 


Total  amount - 

Taken  by  original  stockholders  and  by  Lorain  interests. 


'$53,260,900 
47, 580, 335 


"$46,484,300 
38,061,308 


Leaving  for  syndicate . 


5,680,566 


8,422,992 


1  See  note  1,  page  119. 

2  Includes  .^3,000  issued  to  original  isubscribers,  who  presumably  acted  for  the  under- 
writing syndicate. 

The  payment  of  $14,075,000  in  cash  was  provided  as  follows : 

By  original  stockholders $9,251,627 

By  syndicate 4,823,373 


Total 14,  075,  000 

The  large  residue  of  stock,  left- in  the  hands  of  the  syndicate — 
amounting  to  $5,680,565  preferred  and  $8,422,992  common — less  the 
amount  of  cash  ($4,823,373)  provided  by  the  syndicate  on  its  own 
account,  constituted  the  compensation  of  the  syndicate. 

This  liberal  compensation  to  the  underwriting  syndicate  is  very 
faiiiy  to  be  considered  as  sustaining  other  evidence  of  extensive 
overissue  of  stocks  of  the  Federal  Steel  Company. 

The  earnings  of  the  Federal  Steel  Company  likewise  tend  to  the 
same  conclusion.  The  eai'nings  of  the  constituent  companies  for  the 
nine  months  ending  September  30,  1898,  after  deducting  interest 
on  bonds,  were  officially  estimated  in  a  listing  application  to  the 
New  York  Stock  Exchange  at  not  less  than  $3,000,000,  and  those 
for  the  full  year  1898  at  a  minimum  of  $4,000,000.  This  sum,  it 
will  be  seen,  was  equivalent  to  less  than  8  per  cent  on  the  $53,260,900 
of  preferred  stock  issued.     The  capitalization  of  an  iron  and  steel 


'  By  this  purchase,  as  already  shown,  there  was  secured  $264,454.70  in  cash  ;  this    how- 
ever, was  in  addition  to  the  $14,075,000  above  given. 
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concern  under  competitive  conditions  on  a  basis  of  8  per  cent  un- 
doubtedly must  be  regarded  as  extremely  liberal.  Including  the  com- 
mon stock,  these  earnings  were  equivalent  to  only  a  little  more  than  4 
per  cent. 

The  earnings  of  the  company  in  1899,  after  deducting  interest  on 
bonds  of  constituent  companies  and  depreciation,  were  approximately 
$9,100,000.  This,  it  will  be  seen,  was  at  the  rate  of  approximately 
17  per  cent  on  the  $53,200,900  of  preferred  stock  outstanding,  and 
about  9  per  cent  on  the  preferred  and  common  combined.  The 
earnings  in  the  year  1900  were  $11,722,332,  or  about  22  per  cent  on 
the  preferred  stock  alone.  These  earnings,  however,  were  excep- 
tional. For  the  first  three  months  of  1901  they  were  at  a  very  much 
lo^^  er  rate. 

Altogether,  the  evidence  is  strong  that  a  considerable  portion  of 
the  common  stock  of  the  Federal  Steel  Company  represented  nothing 
but  "  water,"  or  the  capitalized  hope  of  futttre  increase  in  earning 
power,  and  indicates  that  a  valuation  of  $63,000,000,  over  and  above 
the  underlying  bonds,  at  the  time  the  company  was  organized  (Sep- 
tember. 1898)  is  sufficiently  liberal. 

As  shown  in  Table  4,  on  page  113,  the  United  States  Steel  Corpo- 
ration issued  in  exchange  for  the  stocks  of  the  Federal  Steel  Com- 
pany in  1901  a  little  over  $110,400,000  of  its  stock,  of  which,  roughly, 
$()0,400,000  was  in  preferred  stock  and  $50,000,000  in  common  stock. 
During  the  interval  from  its  organization  to  April  1,  1901,  of  course, 
the  investment  of  the  Federal  Steel  Company  had,  as  just  shown, 
been  increased  from  its  earnings.  The  surplus  of  the  company  on 
March  31,  1901,  was  $18,146,700.  Adding  this  to  the  original  invest- 
ment in  1898,  and  excluding  any  possible  appreciation  in  the  value 
of  tlie  property  (see  p.  168),  it  is  clear  that  the  stock  issued  by  the 
Steel  Corporation  for  the  Federal  Steel  Company's  stocks  greatly 
exceeded  the  tangible  property  back  of  the  latter. 

Section  5.  American  Steel  and  Wire  Company. 

In  the  case  of  this  corporation,  organized  in  January,  1899,  there 
is  convincing  evidence  that  preferred  stock  was  issued  up  to  the 
full  value  of  the  tangible  assets  acquired  and  that  the  common  stock 
represented  nothing  but  intangible  assets,  estimated  earning  power, 
and  "  water." 

One  of  the  principal  companies  acquired  by  the  American  Steel 
and  Wire  Company  of  Xew  Jersey,  the  American  Steel  and  Wire 
Company  of  Illinois,  was  itself  an  important  consolidation,  and  for 
that  reason  the  basis  of  its  organization  may  be  briefly  reviewed. 

A^iEEicAN  Steel  and  Wiee  Cojipaxy  or  Illinois. — The  American 
Steel  and  Wire  Company  of  Illinois  (see  Table  3,  facing  p.  107)  was 
organized  in  March,   1898,  with  a  capital  of  $24,000,000,  equally 
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divided  between  7  per  cent  cumulative  preferred  stock  and  common 
stock.     The  company  acquired  the  following  properties : 

Consolidated  Steel  and  Wire  Company,  with  7  plants. 

The  plants  of  the  I.  L.  Ellwood  Manufacturing  Company,  and  of 
the  Ellwood  Wire  and  Xail  Company,  at  De  Kalb,  111. 

The  plant  of  the  American  Wire  Nail  Company,  at  Anderson,  Ind. 

Two  plants  of  the  Salem  Wire  Nail  Company,  one  at  Salem,  Ohio, 
and  one  at  Findlay,  Ohio. 

The  plant  of  the  H.  P.  Xail  Company,  at  Cleveland. 

The  plant  of  the  American  Wire  Company,  at  Cleveland. 

The  facts  concerning  the  organization  of  this  comi^any  were  dis- 
closed in  a  suit  brought  in  December,  1899,  by  John  H.  Parks,  one  of 
the  promoters,  against  John  ^V■  Gates  for  an  accounting  of  profits 
alleged  to  have  been  made  in  its  jDromotion.  The  valuations  at  which 
the  above  concerns  went  into  the  Illinois  consolidation  (including 
working  capital)  and  the  profits  of  these  concerns,  averaged  and 
adjusted  o\'er  a  series  of  years,  as  submitted  in  this  Parks  suit,  are 
given  in  the  following  table: 

Table  0. — APPRAISED  VALt'KS  AXD  EARNINGS  OF  CONCERNS  COMPOSINc;  AMER- 
ICAN STEEL  AMI  WIRE  COMPANY  OF  ILLINOIS  IN  1898.1 


Propert5'. 


Consolidated  Steel  and  Wire  Company,  7  plants  (working  capital  in- 
cluded)   

American  Wire  Nail  Company's  plant  (S200,000  working  capital  included) 
Salem  Wire  Nail  Company,  2  plants  (S100,000  working  capital  included). 

I.  L.  Ellwood,  2  plants  (S250,000  working  capital  included) 

H.  P.  Nail  Company,  plant  at  Cleveland,  Ohio 

American  ^^'i^e  Company,  plant  at  Cleveland,  Ohio 

Additional  working  capilal  and  some  small  improvements  to  plants 

Total 


Appraised 
value. 


$7,000,000 

1,000,000 

500,000 

1,250,000 

600,000 

600,000 

1,050,000 


12,000,000 


Yearly  average 

adjusted  profits 

(1895-1897). 


.51,102,979.20 
1.59,012.45 
93,233.21 
146,283.26 
77,892.39 
77, 154. 49 


1,655,555.00 


1  As  submitted  by  defense  in  suit  of  .Tolin  H.  Parks  (;.  John  W.  Gates,  on  appeal,  supreme 
court,  Now  York,  appellate  division,  first  department. 

As  ali'eady  noted  on  page  7<),  before  the  Illinois  company  was  organized  an  effort  was 
made,  In  1897,  to  form  a  ^T.l.iiod.iioii  consolidation,  but  this  scheme  fi'll  through  in  Febru- 
ary, 1898.  Almost  immediately  afterwards  the  concerns  above  mentioned  were  consolidated 
as  the  American  SI  eel  and  Wire  Company  of  Illinois.  The  valuations  placed  upon  the 
plants  of  these  companies  by  eufe'lneers  employed  by  .1.  P.  Morgan  &  Co.  at  the  time  the 
$75,000,000  combination  was  under  discussion  were  as  follows  : 

Consolidated  Strol  and  Wire  Company  (this  included  their 
plants  at  .Vllentown,  St.  Louis,  Rankin,  Jollet  {,2),  Cleve- 
land,  and  Beaver   Falls) .'?5,914.  970 

I.  L.  EUwood's  plants \)'2:\,  000 

.American  Wire  Company  plant,  at  Cleveland,  Ohio 740,  OOO 

II.  P.  Nail  Company  plant,  at  Cleveland,  Ohio sou,  000 

American  Wire  Nail  Company  plant,  at  Anderson,  Ind 70(1,  oOO 

Salem  Wire  Nail   Company  plants,  at   Salem  and  Findlay, 

Ohio 450^  000 

Total _     9,527,970 

These  (inures  apparently  were  for  the  plants  alone,  without  working  capital. 
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In  the  three  years  preceding  the  merger  (1895-1897)  these  com- 
panies made  a  total  average  profit  per  year  of  $1,655,555,  showing  for 
those  years  a  net  profit  of  between  13  and  14  per  cent  if  figured  on  a 
basis  of  $12,000,000. 

The  average  profits  above  given,  which  were  determined  by  a  firm 
of  chartered  accountants  employed  by  the  bankers,  were  undoubtedly 
due  in  large  measure  to  the  exorbitant  prices  of  wice  and  wire  nails 
maintained  by  the  wire-nail  pool  during  a  considerable  portion  of  the 
period  in  question.     (See  p.  73.) 

From  Table  9,  therefore,  it  appears  that  the  American  Steel  and 
Wire  Company  of  Illinois  had  $12,000,000  of  tangible  property;  that 
is  to  Sin-,  its  $12,000,000  preferred  stock  was  covered  by  actual  tangible 
assets.  The  $12,000,000  of  common  stock  was  issued  as  a  bonus  with 
the  preferred. 

The  most  important  of  these  concerns  was  the  Consolidated  Steel 
and  "Wire  Company.  This  had  a  capital  stock  of  $4,000,000,  which 
went  into  the  American  Steel  and  Wire  Company  of  Illinois  on  the 
basis  of  $1T.J  in  preferred  and  a  like  amount  of  common  for  each  $100 
share  of  old  stock,  a  total  of  $14,000,000.^ 

The  $12,000,000  common  stock  of  the  American  Steel  and  Wire 
Company  of  Illinois,  while  not  covered  by  tangible  assets,  never- 
theless had  a  value  from  the  standpoint  of  earning  power.  This  is 
suggested  by  the  liberal  rate  of  profit  as  above  computed  on  the 
$12,000,000  preferred  stock  alone,  namely,  about  14  per  cent.  It  is 
also  indicated  by  the  prices  of  the  company's  stocks.  From  July  to 
November,  1898,  the  common  stock  of  the  company  was  quoted  on  the 
New  York  Stock  Exchange  at  from  25|  to  43J,  and  the  preferred  from 
82  to  921.  Higher  quotations  were  reached  in  December,  but  these 
were  undoubtedly  due  to  the  pending  transfer  of  the  company  on  very 
favorable  terms  to  the  American  Steel  and  Wire  Company  of  New 
Jersey.  The  average  prices  for  the  five  months  in  question  were  about 
34  for  the  common  and  88  for  the  preferred.  The  combined  market 
value,  therefore,  was  considerably  in  excess  of  the  par  value  of  the 
preferred  stock.  It  should  be  observed,  however,  that  the  large  earn- 
ing joower  of  the  company  was  attributable  in  considerable  degree 
to  the  fact  that  it  was  a  combination  of  some  of  the  strongest  factors 
in  the  business. 

A^iERicAN  Steel  and  Wire  Company  of  New  Jersey. — This  com- 
pany was  organized  in  January,  1899,  with  $90,000,000  capital  stock, 
all  of  which  was  issued,  as  follows : 

Preferred  stock  (7  per  cent  cumulative) $40,000,000 

Common  stock 50,000,000 

Total 90,  000,  000 

^  Testimony  of  John  W.  Gates,  in  the  I'iirks  suit,  aljove  cited. 
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In  the  organization  of  this  company,  the  American  Steel  and  Wire 
Company  of  Illinois  was  taken  over  on  very  liberal  terms,  namely, 
$100  of  preferred  stock  and  $60  in  common  stock  of  the  new  company 
for  each  $100  jjreferred  stock  of  the  old,  and  $120  in  new  common 
stock  for  each  $100  of  old  stock.  The  actual  amounts  of  stock  issued 
by  the  New  Jersey  company  for  the  Illinois  concern  in  this  exchange 
were  as  follows : 


New 
preferred. 

New 
common. 

812,000,000  old  preferred  stock  received 

812,000,000 

$7,200,000 
14,400,000 

812,000,000  old  common  stock  received 

Total 

12,000,000 

21,600,000 

That  is,  in  exchange  for  the  $24,000,000  stock  of  the  old  company 
there  was  issued  by  the  new  concern  $33,600,000. 

In  addition  to  the  Illinois  company,  the  American  Steel  and  Wire 
Company  of  New  Jersey  secured  most  of  the  other  important  wire 
concerns  of  the  country.  Most  of  these  are  given  in  Table  3.  facing 
page  107.^  An  underwriting  syndicate  was  to  provide  $28,000,000 
cash,  of  which  $15,000,000  was  to  be  used  to  purchase  these  additional 
concerns  and  the  remaining  $13,000,000  was  to  be  turned  over  to 
the  company  as  working  capital.  Adding  to  this  $28,000,000  the 
$12,000,000  tangible  property  of  the  American  Steel  and  Wire  Com- 
pany of  Illinois  at  its  organization,  makes  a  total  of  $40,000,000, 
which  is  exactly  the  amount  of  preferred  stock  issued  by  the  New 
Jersey  company. 

In  the  case  of  the  properties  purchased  with  the  $15,000,000  cash 
provided  by  the  underwriting  syndicate,  the  good  will  was  also  se- 
cured, since  the  cash  price  included  these  properties  as  going  concerns. 
This  alone  would  suggest  that  part  of  the  $40,000,000  preferred  stock 
of  the  new  company  was  issued  for  intangible  assets.  On  the  other 
hand,  the  common  stock  of  the  American  Steel  and  Wire  Company 
of  Illinois,  by  the  time  of  its  transfer  to  the  New  Jersey  company, 
may  have  been  partly  covered  by  tangible  value.  It  seems  reasonably 
certain  that  the  $40,000,000  preferred  stock  of  the  latter  concern  was 
covered  by  actual  property,  including  working  capital. 

That  preferred  stock  was  issued  by  the  American  Steel  and  ^y'n'e 
Company  of  New  Jersey  up  to  the  full  amount  of  tangible  assets  is, 
moreover,  indicated  by  the  following  excerpt  from  an  article  in  a 
trade  journal  at  the  time : " 

The  syndicate  of  bankers  furnishes  the  capital  to  make  the 
purchases  of  the  plants  and  to  provide  the  new  company  with  a 

1  See  note  it  head  of  that  table. 

2  Iron  Age,  .January  12,  1899,  page  19. 
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working  capital  of  about  $13,000,000,  exclusive  of  the  working 
capital  of  the  concerns  who  enter  the  consolidation.  As  a  matter 
of  fact,  the  new  company  will  have  a  working  ciipital  of  $17,- 
342,500,  less  $750,000  bonds,  as  above.  Whatever  may  be  neces- 
sary of  this  working  capital  may  be  used  for  the  purchase  of 
other  properties,  M'hich  may  be  agreed  upon  liereafter.  The 
entire  amount  of  capital  to  be  furnished  bv  the  syndicate  will  be 
$28,000,000. 

The  aggregate  valuation  of  the  plants  which  are  included  in 
the  new  consolidation  is  $23,407,500. 

It  will  be  seen  that  this  statement,  which  appears  to  be  authorita- 
tive, gives  the  entire  working  capital  of  the  new  company  (includ- 
ing the  $13,000,000  clear  cash  to  be  provided  by  the  syndicate)  at 
$17,342,500,  less  $750,000  of  bonds  to  be  provided  for,  which  leaves  a 
net  cash  capital  of  $16,592,500.  This  sum,  added  to  the  reported  value 
of  the  plants,  $23,407,500,  amounts  to  exactly  $40,000,000,  which  is 
precisely  the  amount  of  the  preferred  stock  issued  by  the  American 
Steel  and  Wire  Company  of  New  Jersey.  While  the  value  of  the 
plants  may  have  been  arrived  at  by  deducting  the  amount  of  working 
capital  from  the  preferred  stock,  this  statement,  in  connection  with 
other  evidence,  seems  to  indicate  beyond  a  reasonable  doubt,  in  so 
far  as  it  was  authoritative,  that  it  was  the  intention  of  the  organizers 
to  issue  preferred  stock  up  to  the  full  amount  of  plant  valuations 
and  cash  assets,  and  that  the  common  stock  at  best  represented  noth- 
ing but  intangible  assets.  Much  of  it  must  be  considered  as  mere 
"  water." 

Subsequent  acquisitions. — Shortly  after  its  organization,  the 
American  Steel  and  Wire  Company  of  New  Jersey  acquired  several 
other  properties.  Most  of  these  were  comparatively  small,  with  the 
exception  of  the  Shoenberger  Steel  Company  of  Pittsburg,  which 
was  capitalized  at  $3,600,000,  and  which  had  an  extensive  plant.  All 
of  these  later  acquisitions  were  paid  for  in  cash,  and  therefore  it  is 
reasonable  to  assume  that  they  did  not  involve  serious  overvaluation. 

The  company  did,  however,  in  1900,  guarantee  an  issue  of  $5,630,000 
of  5  per  cent  20-year  bonds  of  the  American  Steamship  Company,  of 
which  $5,250,000  were  issued  in  payment  for  the  $3,000,000  capital 
stock  of  that  concern  (at  the  rate  of  $175  per  share)  and  $380,000  re- 
served to  retire  prior  liens.  The  property  back  of  these  bonds  con- 
sisted of  12  steamers.  The  value  of  these  as  fixed  by  the  Inland 
Lloyds  was  only  $3,035,000,  or  practically  $2,600,000  less  than  the 
bonds  issued  against  them.  In  justification  of  the  high  price  paid  by 
the  Steel  and  Wire  company,  it  was  contended  that  the  net  earnings 
of  this  steamship  fleet  were  very  large.  This  was  true,  the  earnings 
in  1900  (not  all  of  the  steamers  being  in  operation  for  the  entire  sea- 
son) amounting  to  roughly  $762,000,  or  more  than  13  per  cent  upon 
the  total  indebtedness  of  $5,630,000  incurred  by  the  American  Steel 
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and  Wire  Company  in  the  acquisition  of  these  vessels.  HoweTer,  this 
transaction  precipitated  a  violent  controversy  in  the  management  of 
the  Steel  and  Wire  comiDany,  because  the  stock  of  the  steamship  com- 
pany had  previously  been  owned  by  some  of  the  leading-  directors  and 
stockholders  of  the  Steel  and  Wire  concern,  who  had  originally  ac- 
quired the  property  at  the  equivalent  of  about  par  for  the  stock,  which 
they  later  sold  for  $175  per  share.  Moreover,  the  steamship  company 
had  paid  very  liberal  dividends  during  the  interval  that  it  had  thus 
been  operated  by  these  parties,  so  that  their  total  profit  on  the  steam- 
ship deal  was  apparently  in  excess  of  $3,000,000,  the  bulk  of  wliicii 
went  to  a  comparatively  few  insiders  in  the  American  Steel  and  Wire 
Company's  management.  At  least  one  director  of  the  Steel  and  Wire 
company,  it  may  be  noted,  resigned  because  of  dissatisfaction  over 
this  transaction.^ 

Taking  all  the  evidence  into  consideration,  therefore,  it  appears 
that  at  the  organization  of  the  American  Steel  and  Wire  Company 
of  New  Jersey  there  were  no  tangible  assets  back  of  the  $50,000,000 
common  stock,  and  that  the  issue  of  bonds  to  acquire  the  American 
Steamship  Company's  stock  was  in  excess  of  the  appraised  value  of 
the  vessels  acquired  (this  appraisal  presumably  not  including  an 
allowance  for  earning  power). 

The  bulk  of  the  common  stock  undoubtedly  was  nothing  but 
"  water."  In  this  connection  it  may  be  noted  that  no  less  than 
$11,600,000  of  the  common  stock  was  distributed  among  a  few  leading 
interests  who  managed  the  underwiiting.  As  shown  on  page  130, 
$12,000,000  of  the  $40,000,000  preferred  stock  of  the  company  and 
$21,600,000  of  its  commqn  stock  was  issued  for  the  stock  of  the  Ameri- 
can Steel  and  Wire  Company  of  Illinois.  This  left  $28,000,000  pre- 
ferred stock  and  $28,400,000  common  stock  of  the  New  Jersey  concern 
which  was  disposed  of  to  a  syndicate  for  $28,000,000  in  cash.  The 
syndicate  subscribers  received  a  bonus  of  60  shares  in  common  stock 
with  each  100  shares  of  preferred  taken  at  par.  This  left  40  shares 
out  of  each  100  shares  of  common,  or  $11,600,000,  as  a  ''  commission  " 
for  those  managing  the  organization  of  the  companj'.- 

This  large  "  commission  "  is  very  convincing  e\'idence  that  the 
common  stock  of  the  company  was  heavily  "  watered." 

The  common  stock  of  the  company,  however,  had  a  value  from  the 
standpoint  of  earning  power.    For  the  year  1899  the  surplus  earnings 

1  Hermann  Sielcken,  one  ot  the  directors  who  resigned,  was  quoted  at  the  time  as  say- 
ing (Chronicle,  Dec.  lr>,  1900)  : 

I  confess  myself  unable  to  undiTstand  why  the  American  Steel  and  Wire  Com- 
pany, professing  to  have  .f!)0,iii)0.(ioO  of  capital,  should  issue  $5,000,000  [$5,I5:U),- 
000]  in  bonds  for  the  purchase  of  112  ore  steamers  when  12  new  boats  of  the  same 
tonnage  could  today  be  contracted  for  and  delivered  in  the  spring  of  1902  for  be- 
tween l);3,000,000  and  .$3,300,000,  and  there  is  plenty  of  tonnage  to  be  had  for  the 
intervening  season.  Seventy-flve  per  cent  of  the  American  Steamship  Company's 
Stoclt  was  right  there  in  the  American  Steel  and  Wire  directors'  meeting.  Of  course, 
I  resigned. 

"^  The  common  stock  was,  of  course,  worth  much  less  than  par. 
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of  the  Steel  and  AVire  company-,  after  the  dividends  on  the  preferred 
stock,  and  after  setting  aside  $1,200,000  for  depreciation  and  bad 
debts,  were  $9,362,530.  This  was  equivalent  to  18.7  per  cent  for  the 
common  stock.  The  corresponding  surplus  profits  for  the  year  1900 
were  $4,202,129,  or  8.4  per  cent  for  the  common  stock.  Moreover, 
dividends  were  paid  on  the  common  stock  out  of  the  earnings  of  1899 
at  the  rate  of  7  per  cent  and  out  of  those  for  1900  at  the  rate  of  5 
per  cent. 

On  jNlarch  31,  1901,  the  accumulated  surplus  of  the  company  was 
$13,162,106.  To  this  extent,  therefore,  assuming  the  allowance  for 
depreciation  to  have  been  adequate,  the  '"  water  "  in  the  common  stock 
had  been  reduced.  In  other  words,  at  the  time  of  the  transfer  of  the 
Steel  and  Wire  company  to  the  Steel  Corporation  its  tangible  prop- 
erty alone  was  considerably  in  excess  of  the  $40,000,000  preferred 
stock. 

Undoubtedly  the  organizers  of  the  United  States  Steel  Corporation 
considered  the  earning  capacity  of  the  company  more  carefully  than 
they  did  its  tangible  assets.  Therefore,  it  should  be  pointed  out  that 
the  earnings  above  noted,  particularly  those  for  1899,  were  due  in 
large  measure  to  the  extraordinarily  prosperous  condition  of  the  iron 
and  steel  industry  at  this  period.  Obviously,  exceptional  earnings 
made  under  these  conditions  are  not  alone  a  proper  basis  for  capi- 
talization. A  more  important  matter,  and  one  which  undoubtedly 
received  more  attention  in  the  organization  of  the  Steel  Corporation, 
was  the  high  degree  of  control  over  the  wire  and  nail  industry 
enjoyed  by  the  American  Steel  and  Wire  Company,  which  undoubt- 
edly had  an  important  influence  upon  the  earning  capacity  of  the 
company.  While  the  Steel  Corporation  could  not,  perhaps,  reason- 
ably expect  to  make  such  large  earnings  from  the  wire  and  nail  busi- 
ness as  the  American  Steel  and  Wire  Company  had  made  in  1899, 
nevertheless  the  high  degree  of  monopolistic  control  of  this  branch 
of  the  industry  which  it  obtained  through  the  acquisition  of  this 
company  gave  it  virtual  assurance  that  a  liberal  rate  of  profit  could 
he  earned  so  long  as  this  control  was  maintained. 

Section  6.  American  Tin  Plate  Company. 

This  company  was  one  of  the  first  of  the  great  iron  and  steel  con- 
solidations, having  been  organized  in  December,  1898.  Its  total 
authorized  capitalization  was  $50,000,000,  of  which  $46,000,000  was 
issued  at  the  time,  as  follows: 


Preferred  (7  per  cent  cumulative). 
Gormnon 


Authorized. 


$20,000,000 
30,000,000 


Issued. 


$18,000,000 
28,000,000 
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8oon  after  its  organization  the  company  issued  $325,000  additional 
preferred  stock  to  acquire  another  concern.  As  shown  in  Table  4, 
on  page  113,  the  United  States  Steel  Corporation,  in  acquiring  the 
Tin  Plate  company,  issued  practically  $63,500,000  of  its  stock 
($28,505,250  preferred  and  $34,993,750  common).  Thus  the  increase 
in  capitalization  was,  roughly,  $17,000,000. 

The  American  Tin  Plate  Company  was  one  of  the  group  of  four 
"  Moore  "  companies,  namely,  the  American  Tin  Plate  Company,  the 
National  Steel  Company,  the  American  Steel  Hoop  Company,  and  the 
American  Sheet  Steel  Company,  so  called  because  they  had  been 
organized  chiefly  by  W.  H.  Moore. 

All  of  these  companies  were  heavily  overcapitalized.  In  fact,  the 
evidence  very  clearly  shows  that  the  common  stocks  of  these  com- 
panies originally  had  no  tangible  property  whatever  back  of  them. 
This  was  indeed  very  frankly  admitted  by  Mr.  Moore,  in  testimony 
before  the  Industrial  Commission  on  the  organization  of.  the  Ameri- 
can Tin  Plate  Company,  as  the  following  excerpt  from  that  testimony 
shows : 

Everybody  knows  what  they  are  getting  when  they  get  com- 
mon stock.  They  know  they  are  not  getting  anything  that  repre- 
sents assets.^ 

Evidence  as  to  the  '"  watering  "  of  these  companies,  however,  does 
not  rest  simply  on  this  general  statement,  but  is  borne  out  by  various 
other  more  specific  facts. 

In  the  case  of  the  American  Tin  Plate  Company,  the  testimony 
of  several  of  its  officers  before  the  Industrial  Commission  showed 
clearly  that  options  were  obtained  upon  the  various  properties  and 
that  the  vendors  were  then  given  the  privilege  of  taking  the  full 
option  price  in  cash  or  of  receiving  instead  preferred  stock  equal  to 
the  amount  of  such  cash  valuation,  with  a  bonus  of  100  per  cent  in 
common  stock  in  addition. 

The  organizers  of  the  company  also  raised  $4,500,000  of  cash 
capital;  this  was  obtained  from  the  sale  of  preferred  stock  at  par, 
subscribers  in  this  case  also  receiving  an  equal  amount  of  common 
stock  as  a  bonus.  A  part  of  this  cash  was  used  in  the  purchase  of 
inventories  and  other  working  assets  of  the  acquired  concerns,  such 
liquid  assets  not  being  included  with  the  transfer  of  plants. 

The  casli  valuations  agreed  upon  for  the  various  plants  covered 
these  as  going  concerns,  and  therefore  included  intangible  as  well  as 
tangible  considerations.  This  is  clearly  established  by  the  following- 
excerpt  from  the  testimony  of  D.  G.  Reid,  president  of  the  company, 
before  the  Industrial  Commission : 

Q.  If  a  man  had  got  an  option  on  a  plant  for  $100,000  in  cash, 
he  could  take  that  cash  and  quit  business? — A.  Yes. 


^  Industrial  Commission  Reports,   Volume  I,   page  ttGo. 
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Q.  If  he  preferred  to  take  instead  of  cash  $100,000  -ivorth  of 
preferred  stock  and  a  $100,000  in  common  stock,  he  could  do 
that  ? — A.  Yes ;  Judge  Moore  would  let  him  have  it. 

Q.  The  price,  then,  that  Judge  Moore  and  these  tin-plate  man- 
ufacturers agreed  upon  was  on  a  cash  basis,  and  that  would  in- 
clude, would  it  not,  the  value  of  the  plant  and  the  value  of  the 
business  in  general  ? — A.  Good  will  and  all. 

Q.  The  good  will  and  all? — A.  Yes. 

Q.  So  that,  as  a  matter  of  fact,  the  price  that  was  agreed  upon, 
the  cash  price  agreed  upon,  would  mean  both-  the  value  of  the 
plant  itself  and  the  good  will  ?— A.  Certainly ;  yes.^ 

The  plants  of  the  constituent  concerns,  plus  the  new  working  capi- 
tal, represented  the  total  tangible  property  acquired  by  the  American 
Tin  Plate  Company.  From  what  has  just  been  stated,  therefore,  it  is 
clear  that  preferred  stock  was  issued  up  to  the  full  amount  of  the 
cash  value  of  the  property  acquired  by  the  new  company,  and  that 
the  common  stock  was  issued  merely  as  a  bonus  with  the  preferred, 
or,  as  shown  elsewhere  (see  p.  178),  for  promoters'  profits  and  organi- 
zation exjjenses. 

That  preferred  stock  was  issued  up  to  the  full  cash  value  of  the 
property  is  indicated  by  the  following  further  excerpt  from  the  tes- 
timony of  Mr.  Reid  before  the  Industrial  Commission,  already  re- 
ferred to : 

Q.  Did  you  not  consider  that  the  preferred  stock  practically 
paid  for  the  plants,  for  the  tangible  property? — A.  As  I  have 
already  said,  Judge  Moore  paid  for  the  plants  in  cash.  It  was  a 
cash  transaction.  However,  if  an  owner  of  tin-plate  property 
would  come  to  him  and  say,  "  I  do  not  care  for  mine  in  cash ; 
I  will  take  so  many  shares  in  stock,"  he  would  get  from  him  a 
share  of  common  and  a  share  of  preferred  stock  for  each  $100 
that  he  did  not  take  out  in  cash. 

Q.  No  matter  how  many  transactions  were  involved  in  it,  and 
by  what  circumlocution  it  was  brought  about,  as  a  matter  of  fact, 
did  you  not  consider  generally  that  the  preferred  stock  paid  for 
the  tangible  property  that  was  acquired? — A.  Well,  if  a  mill 
had  $100,000  cash  coming  to  it  from  Judge  Moore  and  he  gave 
them  $100,000  in  preferred  and  $100,000  in  common  stock,  that 
man  would  know  that  he  was  getting  preferred  stock  for  his 
$100,000,  and  whatever  he  got  beyond  might  be  said  to  be  so 
much  bonus.^ 

It  should  be  noted  that  while  the  $28,000,000  common  stock  issued 
by  the  American  Tin  Plate  Company  represented  at  the  time  noth- 
ing but  "  water,"  by  April,  1901,  this  common  stock  had  considerable 
value  as  a  result  of  the  great  earning  power  of  the  company.  The 
earnings  of  the  constituent  concerns  of  the  Tin  Plate  company  for 
the  year  1898— that  is,  for  the  year  preceding  their  consolidation,  when 
they  were  operating  separately — were  officially  stated  in  a  listing 

1  Industrial  Commission  Reports,  Volume  I,  page  884. 

'  Industrial  Commission  Reports,  Volume  I,  pages  883-884. 
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application  of  the  company  to  the  New  York  Stock  Exchange  at 
$2,000,000.  This  was  equivalent  to  about  11  per  cent  on  the  pre- 
ferred stock  issued,  by  the  consolidated  company.  The  earnings  of 
the  company  in  the  year  18i)0  were  approximately  $3,600,000,  and 
those  for  the  year  1900  exceeded  $5,750,000.  The  accumulated  sur- 
plus on  March  31,  1001,  was  $0,177,537,  so  that  to  some  extent  the 
common  stock  of  the  company  had  actual  cash  assets  back  of  it  at 
that  date. 

As  in  the  case  of  the  American  Steel  and  Wire  Company,  it  is  im- 
portant to  point  out  that  Ihe  great  earning  power  of  the  American 
Tin  Plate  Company  was  largely  attributable  to  two  circumstances — 
first,  the  extraordinary  prosperity  of  the  iron  and  steel  industry  at 
this  time,  and,  second,  to  the  very  effective  control  of  the  tin-plate 
business  which  that  company  held.  As  already  shown,  the  com- 
pany at  its  organization  had  an  almost  complete  monoply  of  the  tin- 
plate  business.  Shortly  after  this,  moreover,  the  company  entered 
into  agreements  with  leading  manufacturers  of  tin-plate  machinery 
with  a  view  tf)  hindering  the  development  of  competition,  and  in  this 
it  Avns  for  a  time  partially  successful.  The  monopolistic  position  of 
the  company  in  its  branch  of  the  steel  industrj',  therefore,  obviously 
made  its  acquisition  particularly  desirable,  from  the  standpoint  of 
the  Steel  C'orporation,  since  a  liberal  profit  in  this  department  of  the 
business  was  virtually  assured. 

From  what  has  been  said  it  would  appear  that  the  value  of  the 
property,  tangible  and  intangible,  acquired  by  the  American  Tin 
Plate  Company  at  its  organization  in  December,  1898,  did  not  exceed 
$18,325,000,  the  amount  of  the  preferred  stock  issued — this  including 
the  $325,000  additional  preferred  stock  issued  shortly  after  the  com- 
pany commenced  business.  While  the  investment  by  April  1,  1901, 
had  been  increased  somewhat  by  the  reinvestment  of  surplus  profits, 
there  can  be  no  reasonable  doubt  that  the  issuance  by  the  United 
States  Steel  Corporation  of  approximately  $63,500,000  of  its  stock  for 
the  property  of  the  American  Tin  Plate  Company  meant  that  many 
millions  of  this  stock  were  issued  for  intangible  considerations,  while 
many  millions  more  represented  nothing  but  mere  "  water." 

Section  7.  National  Steel  Company. 

The  capitalization  of  this  company  at  its  organization,  in  Febru- 
ary. 1899  (exclusive  of  $1,000,000  preferred  stock  issued  somewhat 
later),  was  as  follows: 


stock. 

Authorized. 

Issued. 

Preferred  (7  per  cent  cumulative) 

$27,000,000 
32,000,000 

Common 

$26,000,000 

Underlying  bonds 

32,000,000 

2.561,000 
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Testimony  of  William  E.  Eeis,  president  of  the  company,  before 
the  Industrial  Commission  in  October,  1899,  showed  that  the  com- 
pany had  been  organized  along  substantially  the  same  lines  as  the 
American  Tin  Plate  Company  and  the  American  Steel  Hoop  Com- 
pany; that  is  to  say,  the  former  owners  of  the  properties  acquired 
were  given  the  option  of  taking  a  cash  price  or  of  taking  part  or  all 
of  the  payment  in  stock  of  the  new  company.  A'V^ere  payment  was 
taken  in  stock,  preferred  stock  was  given  up  to  the  amount  of  the 
cash  option  price,  and  100  shares  of  common  stock  were  given  with 
each  100  shares  of  preferred.  It  will  be  noted,  that  the  authorized 
amount  of  common  stock  exceeded  the  amount  of  the  preferred  by 
$5,000,000.  This  excess  went  to  the  promoters.  The  following  ex- 
cerpt from  the  testimony  of  Mr.  Eeis  is  in  point :  ^ 

AYe  [the  owners  of  the  constituent  concerns]  gave  an  option 
in  this  way:  We  gave  an  option  for  cash  with  the  privilege  to 
take  all  cash,  or  part  cash  and  part  stock,  or  all  stock,  at  our 
option.  We  exercised  the  option  at  the  completion  of  the  com- 
pany and  took  all  stock. 

Q.  At  what  rates  was  the  stock  taken? — A.  We  took  one 
share  of  preferred  stock  for  each  $100  of  cash  [value],  and  with 
each  share  of  preferred  stock  we  got  one  share  of  common; 
so  we  got  a  share  each  of  preferred  and  common  for  each  $100 
of  value. 

Preferied  stock,  with  an  equal  bonus  of  common  stock,  was  like- 
wise issued  for  the  working  capital,  of  which  the  company  had  about 
$9,000,000  when  it  commenced  business. 

It  appears,  therefore,  that  the  total  cash  value  of  the  property  and 
cash  assets  acquired  by  the  company  at  its  organization,  over  and 
above  its  underlying  bonds,  did  not  exceed  the  $26,000,000  preferred 
stock  issued.  It  is  probable  that  the  cash  prices  were  chiefly  deter- 
mined by  the  value  of  the  tangible  assets  alone. 

Later  in  1899  the  company  issued  $1,000,000  of  its  preferred  stock 
to  acquire  certain  property  of  the  Oliver  &  Snyder  Steel  Company, 
this  purchase  including  a  blast  furnace,  a  tract  of  803  acres  of  coking- 
coal  lands,  and  a  10-year  contract  for  the  production  of  700  coke 
ovens  of  the  Oliver  &  Snyder  concern,  as  well  as  a  contract  for  a  one- 
sixth  share  of  the  ore  production  of  the  Oliver  Iron  Mining  Com- 
panJ^  The  transaction  involved  the  assumption  of  $250,000  under- 
lying bonds  on  the  furnace  property.  In  view  of  the  substantial 
consideration  acquired,  however,  it  seems  entirely  reasonable  to 
assume  that  there  was  no  overvaluation  in  this  additional  issue  of 
preferred  stock. 

From  time  to  time  as  the  company  extended  its  investments, 
particularly   in   ore   and   steamship   property,   it   incurred   further 

1  Industrial  Commission  Reports,  Volume  I,  page  944, 
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indebtedness,  the  total  at  the  time  of  its  absorption  by  the  United 
States  Steel  Corporation  being  about  $7,000,000. 

From  what  has  been  said  it  appears  that  the  $32,000,000  common 
stock  of  the  National  Steel  Company  originally  represented  nothing 
but  earning  i^ower  and  "\Yater."  The  company  was.  however,  one  of 
the  most  successful  of  the  large  iron  and  steel  consolidations,  and  its 
great  earning  power  unquestionably  gave  a  value  to  the  common 
stock  aside  from  any  consideration  of  tangible  property.  The  earn- 
ings of  the  company  in  the  first  year  of  its  operations,  after  deduct- 
ing interest  charges,,  were  approximately  $8,750,000,  or  32^  per  cent 
on  the  preferred  stock.  The  directors,  however,  wrote  off  $3,617,000 
as  depreciation,  so  that  the  net  surplus  at  the  close  of  February, 
1900,  after  allowing  for  the  full  year's  dividend  on  the  preferred 
stock,  was  about  $3,283,000,  or  a  little  over  10  per  cent  on  the  com- 
mon stock.  During  the  period  from  March  1,  1900,  to  April  1,  1901, 
when  the  company  was  acquired  by  the  Steel  Corporation,  it  made 
further  large  earnings,  and  the  undivided  surplus  on  April  1,  1901, 
amounted  to  $6,910,995.  This  addition  to  its  investment,  however, 
as  pointed  out  in  the  case  of  the  American  Tin  Plate  Comiiany,  was 
undoubtedly  a  less  important  consideration  from  the  standpoint  of 
the  Steel  Corporation  than  the  great  earning  capacity  of  the  com- 
pany. This  earning  capacity  was  largely  due  to  the  great  increase 
in  prosperity  in  the  industry  as  comiDared  with  the  period  prior  to 
its  organization,  but  was  also  probably  due  in  some  measure  to  the 
influence  of  consolidation,  although  the  Xational  Steel  Company  had 
no  monopoly  of  the  products  which  it  handled,  as  the  American  Tin 
Plate  Company  had.  On  the  other  hand,  owing  to  its  close  affilia- 
tion with  the  American  Tin  Plate  and  American  Sheet  Steel  com- 
panies, it  had  a  more  or  less  exclusive  market  for  a  considerable  part 
of  its  production  of  crude  and  semifinished  steel  (billets,  bars,  etc.), 
and  this  may  have  had  an  important  bearing  upon  its  earning 
capacity. 

As  shown  in  Table  4,  on  page  113,  the  United  States  Steel  Corpora- 
tion issued  roughly  $73,700,000  of  its  stocks  for  $26,992,200  preferred 
and  $31,969,800  of  the  common-  stock  of  the  National  Steel  Company, 
or  at  the  rate  of  $125  of  its  j^referred  for  every  $100  of  National 
Steel  preferred  and  $125  of  its  common  for  every  $100  National  Steel 
common. 

Section  8.  American  Steel  Hoop  Company. 

The  American  Steel  Hoop  Company  was  organized  in  April  1899, 
with  the  following  authorized  capitalization,  all  of  -which  was  issued : 

Preferred  stock   (7  per  cent  cumulative) $14,000,000 

Common  stock 10,000.000 

Total 33,000,000 
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The  organization  of  the  company  was  conducted  by  W.  H.  Moore 
in  connection  with  Xew  York  bankers.  C.  S.  Guthrie,  then  president 
of  the  company,  in  testimony  before  the  Industrial  Commission  in 
October,  1899,  said  that  the  organization  of  the  American  Steel  Hoop 
Company,  the  American  Tin  Plate  Company,  and  the  National  Steel 
Company  was  "  substantially  the  same  in  every  respect."  This  means 
that  the  promoters  determined  upon  a  cash  valuation  of  the  plants, 
and  then  gave  the  vendors  the  option  of  taking  cash  or  of  taking 
preferred  stock  up  to  the  amount  of  such  cash  valuation  of  the 
property,  with  an  equal  amount  of  common  stock  thrown  in  as  a 
bonus.  Moreover,  in  view  of  what  has  already  been  said  in  the  case 
of  the  Tin  Plate  and  National  Steel  companies,  the  above  statement 
of  President  Guthrie  indicates  that  the  cash  valuation  covered  in- 
tangible as  well  as  tangible  considerations.  In  other  words,  all  of 
the  common  stock  of  the  company  at  its  organization  was  nothing 
but  "  water,"  or  the  capitalization  of  future  hopes. 

It  will  be  noted  (hat  the  issue  of  common  stock  exceeded  that  of 
the  preferred  by  $5,000,000.  This  went  to  the  promoters  for  "  organ- 
ization expensjes." 

The  company  at  its  organization  had  a  cash  working  capital  of 
about  $3,000,000. 

Not  only  was  the  common  stock  issued  as  a  mere  bonus,  but  it  is 
a  fair  question  whether  the  preferred  stock  of  the  American  Steel 
Hoop  Company  was  fully  covered  by  property  value.  The  earnings 
of  the  company  during  the  first  nine  months  of  its  organization 
amounted  to  $720,000.  This  is  at  the  rate  of  less  than  7  per  cent 
per  year  upon  the  $14,000,000  preferred  stock.  The  earnings  of  the 
next  year,  however,  were  decidedly  larger,  but  the  accumulated 
surplus  of  the  company  on  March  31,  1901,  was  only  $1,660,311. 

A  further  indication  that  the  preferred  stock  may  have  included 
some  "  water  "  is  found  in  the  market  quotations  of  the  company's 
stocks,  which  in  the  main  sold  at  relatively  much  lower  prices  than 
those  of  several  of  the  other  companies  previously  discussed. 

As  already  shown,  the  preferred  stock  of  the  company  Avas  ex- 
changed at  par  for  preferred  stock  of  the  Steel  Corporation,  and  the 
common  stock  at  par  for  the  common  stock  of  that  concern. 

Section  9.  American  Sheet  Steel  Company. 

This  consolidation,  which  has  already  been  referred  to  on  page 
91,  apparently  was  organized  on  the  same  general  lines  as  were 
followed  in  the  case  of  the  other  "Moore"  companies;  that  is,  the 
promoters  determined  upon  the  cash  valuation  for  the  plants  to  be 
acquired,  and  then  gave  the  vendors  the  option  of  taking  payment 
in  cash  or  in  preferred  stock  up  to  the  full  amount  of  the  cash 
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valuation  with  a  bonus  of  100  per  cent  in  common  stock.     The  cash 
working  capital  was  raised  on  the  same  terms. 

The  plan  of  organization  in  the  case  of  the  American  Sheet  Steel 
Companj',  however,  Mas  somewhat  different  from  that  in  the  case 
of  the  American  Tin  Plate,  National  Steel,  and  American  Steel  Hoop 
companies,  as  above  described,  in  that  the  amounts  of  common  and 
preferred  stock  were  identical.    These  amounts  were  as  follows: 


stock. 


Preferred  (7  per  cent  cumulative) . 

Common 

Underlying  bonds 


Authorized. 


126,000,000 
26,000,000 


Issued. 


$24,500,000 
24,600,000 
2,000,000 


In  the  case  of  the  three  other  "  Moore  "  companies,  it  will  be  re- 
called, there  was  an  excess  of  common  stock  over  the  preferred,  all 
of  M  hich  was  issued  to  the  promoters  for  organization  expenses  and 
their  profits.  There  can  be  little  doubt  that  the  promoters  likewise 
received  a  huge  amount  of  stock  in  the  case  of  the  American  Sheet 
Steel  Company.  Indeed,  it  seems  probable  that  in  addition  to  receiv- 
ing a  block  of  common  stock  they  received  a  substantial  block  of  pre- 
ferred stock  as  well. 

In  this  connection  it  may  be  noted  that  the  Iron  Age,  in  discussing 
the  organization  of  the  company  in  its  issue  of  February  '22.  1900, 
about  the  time  the  negotiations  were  being  consummated,  stated  that 
$4,000,000  of  preferred  stock  and  the  same  amount  of  common  stock 
were  to  be  issued  for  cash,  while  $12,000,000  preferred  and  $12,000,- 
000  common  were  to  be  issued  for  the  plants  that  were  going  into 
the  consolidation.  This  article  stated  that  the  remaining  $10,000,- 
000  of  each  class  of  stock  would  be  retained  in  the  treasury,  whereas 
instead,  as  shown  above,  all  but  $1,500,000  of  each  class  of  stock  was 
issued. 

If  the  above  statement  were  correct,  it  would  appear  that  the 
total  property  value  acquired  by  the  company  was  $16,000,000 
($4,000,000  cash  and  $12,000,000  in  plants)  and  consequently  that  the 
remaining  $8,500,000  of  preferred,  as  well  as  all  of  the  common  stock, 
may  have  been  issued  either  as  a  bonus  or  as  a  compensation  to  the 
organizers.  This,  however,  can  not  be  definitely  stated;  the  organ- 
izers of  the  company,  when  questioned  by  the  Bureau,  declined  to 
discuss  the  amount  of  the  promoters'  commission,  professing  to  have 
no  records  or  recollection  as  to  its  amount. 

It  is  certain,  however,  that  preferred  stock  was  issued  by  the 
American  Sheet  Steel  Company  in  excess  of  any  fair  valuation  of 
the  property,  including  cash  capital.  The  company  at  its  organiza- 
tion acquired  1G4  sheet  mills,  several  open-hearth  furnaces  and  bar 
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mills,  as  well  as  19  puddling  furnaces.  An  allowance  of  $40,000  as 
the  value  of  an  ordinary  mill  (including  land  for  the  site)  at  that 
time  would  undoubtedly  be  liberal,  so  that  the  total  value  of  the  164 
mills  acquired  would  be  only  about  $6,500,000.  The  additional  plants 
of  the  company  could  not  have  been  worth  more  than  a  few  million 
dollars.  The  Bureau  has,  therefore,  valued  the  plants  of  this  concern 
at  $12,000,000,  allowing  $1,000,000  more  for  detached  real  estate,  and 
has  valued  its  natural-gas  property  at  $2,000,000  (see  p.  185),  and  the 
working  capital  at  $4,000,000,  a  total  of  $19,000,000;  against  this, 
however,  should  be  placed  the  bonded  debt  of  $2,000,000. 

In  this  connection  it  may  be  noted  that  in  1900  the  common  stock 
of  the  company  (as  quoted  in  the  Pittsburg  market)  did  not  sell 
above  23,  while  it  sold  as  low  as  15;  the  highest  for  the  preferred 
stock  in  that  year  was  76f  and  the  lowest  55.  Taking  the  highest 
quotations  of  the  two  stocks  together  the  sum  is  a  little  less  than  the 
par  of  the  preferred  stock  alone,  while  at  the  lowest  quotations  one 
share  of  preferred  and  one  share  of  common  together  were  worth 
but  70.  These  low  prices  are  very  good  evidence  of  unusually  heavy 
overcapitalization  in  the  case  of  this  company,  and  particularly  as 
this  was  a  i^eriod  of  high  prices  for  sheet-steel  products.  In  the  early 
part  of  1901  the  prices  of  these  stocks  advanced  sharply,  but  this 
undoubtedly  was  due  to  the  prospective  organization  of  the  United 
States  Steel  Corporation. 

The  earnings  of  the  company  for  the  period  from  March  29,  1900, 
the  date  of  its  organization,  to  December  31  of  that  year,  were  only 
$564,543 ;  in  the  first  three  months  of  1901,  they  were  $1,111,937,  but 
the  surplus  of  the  company  on  March  31,  1901,  was  only  $705,757, 
showing  that  the  company  had  made  only  an  unimportant  increase 
in  its  investment  from  operations. 

As  already  shown,  the  Sheet  Steel  stocks  were  taken  over  by  the 
Steel  Corporation  at  par  in  new  preferred  and  new  common,  respec- 
tively. 

Section  10.  National  Tube  Company. 

The  capitalization  of  this  company  at  its  organization  in  1899 
consisted  of  $40,000,000  of  7  per  cent  cumulative  preferred  stock 
and  $40,000,000  common  stock,  practically  all  of  which  was  issued. 

The  company  was  organized  along  lines  substantially  similar  to 
those  adopted  in  the  case  of  the  American  Steel  and  Wire  Company; 
that  is,  preferred  stock  was  issued  up  to  the  full  amount  of  the 
tangible  assets,  including  working  capital,  while  the  common  stock 
was  issued  as  a  bonus  Avith  the  preferred  and  for  organization  ex- 
penses and  promotion  services.  It  appears  that  $50  of  the  common 
stock  were  thus  issued  with  each  $100  of  preferred  for  each  $100 
of  property  value  or  cash  acquired.     The  remaining  50  per  cent  of 
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the  issue  of  common  stock  appears  to  have  gone  to  the  promoters  for 
organization  expenses  and  their  profit. 

According  to  an  official  statement  filed  with  the  Xew  York  Stock 
Exchange,  the  company  commenced  business  on  July  1,  1899,  with 
net  current  assets  of  approximately  $16,100,000.  Deducting  this 
amount  from  the  $40,000,000  of  preferred  stock  issued  would  leave 
ajjproximately  $24,000,000  to  represent  the  plants  acquired. 

The  most  important  companies  acquired  were  the  National  Tube 
Works  Company,  with  plants  at  McKeesport  and  Pittsburg,  Pa., 
and  the  Riverside  Iron  Works,  with  plants  at  Wheeling  and  Ben- 
wood,  W.  Va.,  and  Steubenville,  Ohio.  A  balance  sheet  of  the 
National  Tube  Works  Company  as  of  July  1,  1899,  gave  the  plants 
at  $8,118,000  and  the  net  current  assets  at  $6,080,000,  a  total  of 
more  than  $14,000,000.  It  is  probable,  however,  that  this  balance 
sheet  valuation  was  excessive.  A  special  reason  for  this  conclusion 
is  that  not  long  after  the  proiDerties  were  transferred  to  the  United 
States  Steel  Corporation  in  1901,  it  was  found  necessary  to  recon- 
struct to  a  very  large  extent  the  plants  of  the  National  Tube  Works 
Company.     (See  p.  266.) 

The  balance  sheet  of  the  Riverside  Iron  Works  as  of  July  1,  1899, 
gave  the  plants  at  $1,943,000  and  other  net  assets  at  $2,200,000. 

Assuming  that  the  plants  of  the  two  concerns  were  worth  the  sums 
at  which  they  were  entered  on  the  balance  sheets  ($10,061,000),  and 
accepting  the  value  of  all  the  plants  acquired  by  the  National  Tube 
Company  at  $24,000,000,  would  leave  $13,939,000  for  the  remaining 
plants  acquired. 

The  remaining  plants  were  those  of  the  following  companies: 

Pennsylvania  Tube  Company.  Pittsburg,  Pa. 

Oil  City  Tube  Company,  OilCity,  Pa. 

National  Galvanizing  Works,  Versailles,  Pa. 

Syracuse  Tube  Company,  Syracuse,  N.  Y. 

Delaware  Iron  Company,  New  Castle,  Del. 

Allison  Manufacturing  Company,  Philadelphia,  Pa. 

Cohoes  Tube  Works,  Cohoes,  N.  Y. 

Ohio  Tube  Company,  Warren,  Ohio,  and  ]\Iorristown,  Pa. 

American  Tube  and  Iron  Company,  Middletown,  Pa.,  and 

Youngstown,  Ohio. 
Chester  Pipe  and  Tube  Company,  Chester,  Pa. 
Oil  Well  Supply  Company,  Pittsburg,  Pa. 

These  smaller  plants  entering  the  consolidation  had  an  annual 
capacity  of  about  650,000  tons  of  iron  and  steel  wrought  pipe,  which, 
based  upon  a  valuation  of  $13,939,000,  would  be  equivalent  to  ap- 
proximately $20  per  ton  capacity. 

The  aggregate  capacity  of  the  National  Tube  Works  and  the  Riv- 
erside Iron  Works  in  finished  products  was  about  350,000  tons, 
which,  on  the  basis  of  $10,061,000  as  the  value  of' their  plants,  would 
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give  an  average  of  about  $30  per  ton.  These  two  companies,  how- 
ever, had,  in  addition  to  finishing  mills,  blast  furnaces  and  steel 
works,  while  the  Riverside  Iron  Works  had  some  coal  property  as 
well.  A  higher  average  price  per  ton  of  capacity,  therefore,  would 
naturally  have  been  paid  for  these  two  principal  concerns  than  for 
the  smaller  concerns  just  enumerated. 

In  this  connection  it  may  be  noted  that  the  original  agi'eement  for 
the  organization  of  the  National  Tube  Company  contemplated  the 
purchase  of  several  other  tube  concerns  generally  similar  to  the 
group  of  11  just  mentioned,  but  that  in  the  final  organization  of  the 
company  these  were  omitted.  In  lieu  of  transferring  these  compa- 
nies, the  organizers  of  the  company  agreed  to  pay  the  National  Tube 
Company  $2,500,000  in  cash.  The  capacities  of  the  plants  thus  omit- 
ted aggregated  about  150,000  tons  of  pipes  and  tubes.  On  this  basis, 
the  cash  payment  or  forfeit  of  $2,500,000  would  be  equivalent  to 
about  $17  per  ton  as  compared  with  an  indicated  valuation  of  $20 
per  ton  for  the  group  of  11  concerns  above  enumerated.  While  such 
a  comparison  is  necessarily  arbitrary,  it  tends  to  show  that  an  allow- 
ance of  approximately  $14,000,000  for  the  11  plants  in  question  is 
sufficiently  high. 

The  available  evidence,  therefore,  indicates  that  the  common  stoclc 
of  the  National  Tube  Company  at  its  organization  was  of  practically 
the  same  sort  as  the  common  stocks  of  most  of  the  other  large  con- 
solidations discussed  in  this  chapter;  that  is,  that  it  was  not  repre- 
sented by  actual  property  values. 

The  National  Tube  Company,  however,  was  one  of  the  most  suc- 
cessful of  the  constituent  concerns  of  the  United  States  Steel  Corpo- 
ration, and  by  the  time  that  it  was  acquired  by  the  latter  its  com- 
mon stock  had  a  high  market  value  because  of  the  company's  earning 
power.  For  the  year  ended  June  30,  1900,  the  profits  of  the  com- 
pany, after  deducting  all  expenses,  exceeded  $14,600,000,  and 
after  deductions  for  depreciation,  bad  debts,  etc.,  the  net  earnings 
were  $13,878,000.  This,  it  will  be  seen,  was  at  the  rate  of  nearly 
35  per  cent  on  the  $40,000,000  of  preferred  stock  outstanding,  and  at 
the  rate  of  17  per  cent  on  the  total  capitalization  of  $80,000,000. 
After  allowing  for  the  full  7  per  cent  dividend  on  the  preferred 
stock,  the  remaining  surplus  earnings  were  equivalent  to  28  per  cent 
on  the  common  stock.  From  the  standpoint  of  the  United  States 
Steel  Corporation,  therefore,  the  common  stock  of  the  National  Tube 
Company  had  a  considerable  value  regardless  of  the  extent  to  which 
it  was  covered  by  tangible  assets.  It  may  be  noted,  moreover,  that 
on  April  1, 1901,  the  company's  books  showed  a  surplus  of  $27,484,569, 
so  that  at  that  date  the  common  stock  had  a  very  considerable  amount 
of  tangible  assets  back  of  it  as  well  as  earning  power. 
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The  earnings  of  the  company  for  the  fiscal  year  1900  undoubtedly 
reflected  the  unusual  prosperity  of  the  period  and  therefore  were  not 
a  proper  basis  for  judging  the  value  of  the  property  under  ordinary 
conditions.  However,  the  National  Tube  Company  substantially 
dominated  its  branch  of  the  steel  industry.  In  a  listing  application 
to  the  New  York  Stock  Exchange  in  February,  1900,  the  company 
stated  that  it  had  fully  90  per  cent  of  the  country's  capacity  of 
tubular  goods.  As  already  shown,  this  appears  to  have  been  an  over- 
statement, and  75  per  cent  seems  a  more  accurate  figure.  This,  how- 
ever, made  it  the  dominating  factor  in  this  branch  of  the  industry. 

As  shown  in  Taljle  4,  for  $79,934,800  stock  of  the  National  Tube 
Company  the  Steel  Corporation  issued  $103,432,991  of  its  stock,  am 
increase,  therefore,  of  $23,498,191. 

Section  11.  Shelby  Steel  Tube  Company. 

This  was  a  New  Jersey  company  with  $15,000,000  authorized 
capital  stock  ($6,000,000  preferred  and  $9,000,000  common),  formed 
in  1900  as  a  reorganization  of  the  Shelby  Tube  Company  of  Penn- 
sylvania, a  $10,000,000  concern. 

It  is  probable  that  the  common  stock  of  the  reorganized  company 
was  little  more  than  "water."  This  is  indicated  by  the  details  of 
the  reorganization  given  in  the  accompanying  footnote,^  and  also  by 
the  quotations  of  the  company's  securities  on  the  Chicago  Stock 
Exchange,  which  were  as  follows  in  the  years  1900  and  1901 : 


Year. 

Preferred  stock. 

Common  stock. 

Highest. 

Lowest. 

Highest. 

Lowest. 

86 

58 

38 
30 

27 
15 

5 

l<jOl                                                     

6 

1  The  scheme  of  reorganization  is  indicated  by  the  following  excerpt  from  an  article  in 
the  Economist  of  Chicago  in  its  issue  of  February  10,  1900,  which  appears  to  have  been 
taken  from  a  prospectus  : 


Authorized. 

Issued. 

$6,000,000 
9,000,000 

$5,000,000 

8.150,000 

Total 

16,000,000 

13,150,000 

Preferred. 

Common. 

$1,311,800 
3, 688,,  200 

$1,311,800 

6,532,300 
1,305,900 

To  acquire  capital  stock  ($7,376,400)  of  present  [the  Pennsylvania  corporation] 
company  on  basis  of  50  per  cent  in  new  preferred  and  75  per  cent  in  new 
common 

Balance  for  fees,  expenses,  organization,  etc 

Total  issue 

5,000,000 

8,150,000 
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The  exact  amount  of  "  water  "  in  the  stock  is  a  matter  of  minor 
importance,  however,  since  the  United  States  Steel  Corporation  in 
acquiring  the  stocks  of  the  Shelby  Steel  Tube  Company  effected  a 
•  verj'  drastic  reduction  in  capitalization.  These  stocks  were  acquired 
on  the  following  terms:  One  share  of  United  States  Steel  preferred 
for  each  2|  shares  of  Shelby  Steel  Tube  preferred ;  1  share  of  United 
States  Steel  common  for  each  4  shares  of  Shelby  Steel  Tube  common. 
In  other  words,  the  Shelby  Steel  Tube  preferred  received  37^  per 
cent  in  United  States  Steel  preferred,  and  the  Shelby  Steel  Tube 
common  25  per  cent  in  United  States  Steel  common. 

At  that  time  (June,  1901)  United  States  Steel  preferred  stock  was 
selling  about  par,  and  the  common  stock  at  about  50.  Had  the 
entire  amount  of  Shelby  Steel  Tube  stock  been  exchanged,  and  the 
United  States  Steel  shares  received  therefor  sold  at  these  average 
prices,  the  net  cash  return  to  Shelby  Steel  Tube  stockholders  would 
have  been  as  follows : 

50,000  shares  of  Sbelby  Steel  Tube  preferred  would  have  received 
38,750  shares  of  United  States  Steel  preferred,  which  at  par  would 
have  been  worth ,$1,  8T5,  000 

81.515  shares  of  Shelby.  Steel  Tube  common  would  have  received 
20,-378  shares  of  United  States  Steel  common,  which  at  50  would 
have  been  worth 1,018,900 

Total 2,  893,  900 

As  a  matter  of  fact,  not  all  the  stock  of  the  Shelby  concern  was 
immediately  exchanged.  The  exact  amounts  exchanged  during  1901 
are  given  in  Table  4,  on  page  113.  However,  in  this  rough  estimate  of 
the  total  value  of  the  Shelby  concern,  the  entire  amounts  of  its  stock 
should  be  taken  into  consideration. 

While  this  total  of  $2,893,900  does  not  necessarily  indicate  the  exact 
cash  value  of  the  Shelby  Steel  Tube  concern,  it  may  fairly  be  said  to 
reiDresent  the  approximate  cost  of  the  Shelby  Steel  Tube  property  to 
the  Steel'  Corporation,  reduced  to  a  cash  basis.     (See  note,  p.  124.) 

Through  the  acquisition  of  this  concern  the  Steel  Corporation  es- 
tablished its  supremacy  in  the  seamless  tubing  branch  of  the  steel 
industry. 

Section  12.  American  Bridge  Company. 

This  company  was  incorporated  in  May,  1900.    Its  authorized  and 
•issued  capitalization  at  the  time  of  its  organization  were  as  follows: 


stock. 


Authorized. 


Issued. 


Preferred  (7  per  cent  cumulative). 
Commoii ' 


$35,000,000 
35,000,000 


S30,527,800 
30,527,800 
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By  the  time  the  company  was  acquired  by  the  United  States  Steel 
Corporation  the  outstanding  preferred  stock  had  been  increased  to 
$31,373,800  and  the  common  stock  to  $30,950,800. 

The  promotion  of  this  company  was  handled  by  I.  Gifford  Ladd, 
of  Providence,  E.  I.,  who  was  to  receive,  in  consideration  of  the  trans- 
fer of  the  various  properties  to  the  Bridge  company,  $20,499,000,  par 
value,  of  its  preferrecl  stock,  and  $34,999,000,  par  value,  of  its  com- 
mon stock,  together  with  the  sum  of  $5,500,000  in  cash  ($1,000,  par 
value,  of  the  preferred  stock,  and  $1,000,  par  value,  of  the  common 
stock,  was  issued  to  the  original  incorporators  for  cash).  However, 
as  a  part  of  the  transaction  Mr.  Ladd  agreed  to  purchase  the  remain- 
ing $14,500,000  of  preferred  stock,  which  was  to  be  issued  for  cash 
at  par.  In  other  words,  leaving  out  of  consideration  the  small  amount 
of  incorporators'  stock,  the  entire  $35,000,000  of  preferred  stock  and 
$35,000,000  of  common  stock  which  it  was  originally  proposed  to 
issue  were  to  be  delivered  to  the  promoter  in  return  for  the  properties, 
pins  $14,500,000  in  cash,  from  which  gross  amount  of  cash,  however, 
$5,500,000  was  to  be  turned  back  to  the  promoter,  apparently  to  pur- 
chase certain  concerns  which  were  not  ready  to  take  stock  or  which 
demanded  a  part  of  the  payment  in  cash.  The  promoter  having  been 
unable  to  deliver  nine  of  the  properties  the  purchase  of  which  was 
originally  contemplated,  surrendered  under  abatement  arrangement 
$4,772,200  of  preferred  stock  and  an  equal  amount  of  common  stock, 
thus  making  the  total  amount  of  each  class  originally  issued  $30,- 
227,800;  this  was  shortly  increased  to  $30,527,800  of  each  class. 

The  precise  arrangement  between  the  promoter  and  the  various 
vendors  is  not  definitely  known,  but  it  appears  that  in  most  cases  the 
vendors  were  allowed  100  per  cent  of  the  cash  valuation  of  their 
plants  in  preferred  stock,  with  a  large  bonus  in  common  stock.  It 
may  be  noted  that  the  promoter  sold  $14,500,000  of  preferred  stock 
to  bankers  for  cash  at  par,  allowing  them  as  syndicate  managers  a 
bonus  of  $7,250,000  in  common  stock  as  their  commission,  and  allow- 
ing the  participants  in  a  syndicate  to  be  organized  by  these  bankers 
a  further  amount  in  common  stock  equivalent  to  30  per  cent  of  any 
sums  which  these  syndicate  participants  should  be  actually  called 
upon  to  pay  in  cash.  It  seems  probable  that  this  arrangement  was 
made  in  order  to  relieve  the  promoter  from  the  necessity  of  raising 
the  large  amount  of  cash. 

Of  the  $14,500,000  total  cash  capital  provided,  approximately 
$12,670,000  was  expended  for  plants  and  for  working  capital,  this 
amount  including  the  $5,500,000  paid  to  the  promoter.  This  left  a 
net  cash  balance  on  hand  of  $1,832,000.  The  amount  of  working 
assets  thus  acquired  (as  distinct  from  plants)  was  approximately 
$9,700,000,  the  l)alance  of  the  original  cash  presumably  being  used 
in  the  purchase  of  plants.     The  total  cash  and  cash  capital  for  work- 
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jng  purposes  provided  the  company  was,  therefore,  approximately 
$11,500,000.  Deducting  this  from  the  amount  of  preferred  stock 
originally  issued  ($30,527,800)  leaves  a  balance  of  approximately 
$19,000,000  for  the  plants  originally  acquired,  to  which  should  be 
added  preferred  stock  subsequently  issued,  amounting  to  about  $850.- 
000,  making  the  grand  total  of  tangible  assets  acquired  $31,374,000, 
and  of  the  plants  alone  $19,874,000. 

On  March  31,  1901,  the  American  Bridge  Company  had  a  surplus 
of  $4,030,331.  As  shown  in  Table  4,  the  preferred  stock  received  110 
in  United  States  Steel  preferred  and  the  common  stock  105  in  United 
States  Steel  common. 

Section  13.  Lake  Superior  Consolidated  Iron  Mines. 

This  company  was  organized  under  New  Jersey  laws  in  1893,  with 
an  authorized  capital  of  $30,000,000,  all  common  stock,  of  which 
about  $25,000,000  was  issued  at  the  time.  At  the  date  of  its  absorp- 
tion by  the  ITnited  States  Steel  Corporation,  in  April,  1901,  the  out- 
standing stock  of  the  company  was  $29,424,594.  The  company  at 
one  time  created  a  mortgage  of  $10,000,000,  under  which  about 
$1,500,000  in  bonds  were  issued.  These  were  subsequently  redeemed, 
and  in  1898  the  mortgage  was  canceled. 

The  company  was  a  consolidation  of  the  mining  properties  of  the 
Wetmore,  Merritt,  and  Rockefeller  interests,  but  was  commonly 
known  as  a  Rockefeller  concern.  The  Wetmores  and  the  Merritts,  in 
the  development  of  their  mining  properties  and  the  Duluth,  Missabe 
and  Northern  Railway,  had  become  heavily  indebted  to  the  Rocke- 
feller interests,  with  the  result  that  when  the  panic  of  1893  occurred 
they  were  practically  bought  out  by  the  latter. 

Such  meager  evidence  as  is  available  as  to  the  organization  of  the 
company  indicates  that  it  was  capitalized  on  an  extravagant  basis. 
One  report  at  the  time  made  it  appear  that  the  mining  properties  on 
the  Mesabi  Range  went  in  on  a  basis  of  about  $17,000,000,  and  the 
railroad  and  its  ore  docks  at  $2,000,000 ;  in  addition  there  were  mines 
in  Michigan  and  Wisconsin,  and  elsewhere.  These  figures  can  not  be 
considered  as  reliable,  but  there  can  be  no  doubt  that  by  far  the 
greater  part  of  the  $25,000,000  stock  originally  issued  was  for  the 
mining  properties  in  the  Mesabi  district.  It  may  be  noted  that  the 
Iron  Age,  in  discussing  the  company  in  its  issue  of  December  26, 
1895,  stated: 

Owing  to  some  circumstances  connected  with  the  formation  of 
this  company,  *  *  *  it  is  difficult  to  separate  the  cost  of 
these  mines  from  that  of  the  money  paid  for  the  road,  which  is 
also  one  of  the  properties  of  the  corporation.  It  is  safe  to  assume 
that  $lj500,000  has  paid  for  all  the  so-called  Merritt  properties 
put  into  the  Consolidated,  and  to  cover  all  expenses  connected 
with  their  admission  into  the  company.    These  properties,  some 
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of  which  are  fee  and  some  lease,  are  believed  by  the  most  con- 
servative to  contain  not  less  than  70,000,000  tons  of  ore,  con- 
siderable of  which  is,  naturally,  non-Bessemer.  In  addition  to 
these  the  company  have  the  Adams  mine,  the  recent  purchase 
from  the  Eoucheleau-Ray  Company,  the  Lake  Superior  and  the 
McKinley.  These  have  been  gathered  in  at  a  cost  of  about 
$2,300,000,  and  contain  not  less  than  95,000,000  tons  of  ore.  The 
Lake  Superior  leases  alone  are  estimated  at  50,000,000  tons,  while 
the  Adams  lease  is  put  down  for  far  less  than  its  owners  would 
themselves  estimate  it.  The  holdings  of  this  company  are  there- 
fore put  at  165,000,000  tons,  and  secured  at  a  cost  of  less  than 
$4,000,000.  There  is  in  addition  the  railroad  property  belonging 
to  the  consolidation,  which  cost  what  it  was  worth,  except  that 
the  county  of  St.  Louis  gave  it  $250,000  under  the  belief  that  the 
Merritts  had  control.  While  all  these  properties  are  not  operated 
by  the  Consolidated  company,  they  are  so  tied  up  as  to  be 
olDliged  to  ship  over  their  road,  and  enter  into  the  consideration 
of  their  holdings  so  far  as  tonnage  is  concerned. 

While  such  a  newspaper  account  can  not  be  regarded  as  authorita- 
tive, it  clearly  indicates  that  the  stock  of  the  company  originally  was 
heavily  watered.  This  is  further  indicated  by  the  prices  of  the  stock. 
Shortly  after  the  company  was  organized  its  shares  are  reported  to 
have  sold  at  about  $75  to  $80,  but  in  the  depression  of  the  middle 
nineties  they  sold  as  low  as  $9  a  share  and  as  late  as  1898  they  sold 
at  $25  per  share.  The  highest  reported  price  in  the  boom  of  1899 
was  about  $60  per  share ;  during  1900  it  was  quoted  around  $75  per 
share.  Just  prior  to  the  organization  of  the  Steel  Corporation,  the 
stock  advanced  very  sharply,  but  this  Avas  obviously  due  to  the  very 
favorable  terms  upon  which  it  was  taken  over  by  that  concern, 
namely^  135  per  cent  in  United  States  Steel  preferred  stock  and  135 
per  cent  in  United  States  Steel  common.  However,  sales  of  the  stock 
were  comparatively  infrequent,  and,  furthermore,  the  company  had 
never  paid  a  dividend,  so  that  the  market  price  can  not.be  regarded 
as  a  very  safe  indication  of  a  fair  valuation.  At  the  same  time,  such 
information  as  is  available  concerning  the  organization  of  the  com- 
pany and  the  prices  of  its  stock  suggest  that  its  capital  at  the  start 
was  heavily  ''  watered." 

The  Lake  Superior  Consolidated  Iron  Mines,  according  to  a  list- 
ing statement  submitted  to  the  New  York  Stock  Exchange  by  the 
Steel  Corporation,  had  ore  reserves  in  1901  of  from  300,000,000  tons 
to  upward  of  400,000,000  tons.  It  should  be  noted  that  much  of  this 
ore  property  was  merely  leased  and  not  owned,  so  that  to  this  extent 
the  interest  of  the  company  was  merely  an  equity  in  the  ore. 

One  very  valuable  asset  of  the  company  was  the  Duluth,  Missabe 
and  Northern  Railway,  of  which  it  owned  the  entire  outstanding 
$2,512,500  capital  stock.  At  the  time  of  the  transfer  of  the  Lake 
Superior  Consolidated  Iron  Mines  to  the  Steel  Corporation  this  road 
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had  outstanding  $7,705,000  of  bonds,  of  which  $2,305,000  were  owned 
by  the  Lake  Superior  Consolidated  Iron  ^Mines. 

The  road  extends  from  Duluth  into  the  Mesabi  Eange,  and  in  1901 
had  a  main  line  of  about  120  miles  of  track,  with  second  tracks,  sid- 
ings, etc.,  of  about  100  miles.  It  is  chiefly  concerned  in  the  transporta- 
tion of  iron  ore.  Like  the  Duluth  and  Iron  Eange  Railroad  (see  p. 
123)  the  Duluth,  Missabe  and  Northern  was  able  to  operate  at  a  very 
low  cost.  The  average  earnings  of  the  road  for  the  period  1897-1900, 
after  deducting  interest  on  bonded  debt,  were  equivalent  to  about  21 
per  cent  on  the  outstanding  stock,  while  the  earnings  in  1900  alone 
were  at  the  rate  of  nearly  58  per  cent.  There  can  be  no  doubt  that 
this  railroad  was  a  very  important  consideration  to  the  Steel  Corpo- 
ration in  the  purchase  of  the  Lake  Superior  Consolidated  Iron  Mines, 
especially  since  with  the  Duluth  and  Iron  Range  Railroad  it  gave 
the  Corporation  a  very  effective  control  of  ore  transportation  in  the 
Mesabi  region,  not  only  with  respect  to  its  own  production,  but  also 
to  that  of  many  of  its  competitors. 

^ATiile,  however,  the  railroad  jDroperty  was  a  valuable  one,  and 
while  the  Lake  Superior  Consolidated  Iron  Mines  had  very  extensive 
ore  reserves,  as  well  as  a  considerable  investment  in  mining  im- 
provements and  equipment,  the  general  evidence  as  to  its  organization 
and  prices  of  its  stock  does  not  indicate  a  value  for  the  company 
under  competitive  conditions  at  the  time  of  its  acquisition  in  excess 
of  the  par  of  its  $29,424,594  stock  outstanding.  The  subsequent 
\alue  of  the  property,  resulting  from  monopolistic  control  by  the 
United  States  Steel  Corporation  of  the  Lake  ore  supply  and  the 
transportation  thereof,  is  a  very  different  matter.  This  question  of 
merger  value  is  referred  to  elsewhere.     (See  p.  326.) 

The  Bureau  has,  however,  allowed  in  addition  to  the  par  \-alue 
of  the  stock  the  surplus  of  the  company  on  April  1,  1901.  (See 
Table  12,  p.  I(i7.) 

Section  14.  Bessemer  Steamship  Company. 

This  was  the  leading  ore  vessel  interest  on  the  Great  Lakes.  It  was 
a  Rockefeller  concern,  and  in  this  way  was  affiliated  with  the  Lake 
Superior  Consolidated  Iron  Mines,  but  the  two  corporations  were 
distinct. 

At  the  time  of  its  acquisition  by  the  United  States  Steel  Corpora- 
tion (May,  1901),  the  Bessemer  Steamship  Company  owned  56 
vessels,  with  a  combined  capacity  of  about  228,600  tons  per  trip. 
These  -nere  acquired  on  a  cash  basis  by  the  Steel  Corporation,  the 
consideration  being  $8,500,000.  As  this  price  averages  about  $150,000 
per  vessel,  or  about  $37  per  ton  of  capacity,  it  seems  probable  that 
it  was  not  greatly  excessive,  even  though  many  of  the  vessels  were 
old  and  comparatively  small.     (See  pp.  194-197.) 
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Section  15.  The  Carnegie  Company. 

This  comiDany  was  incorporated  under  New  Jersey  laws  in  March, 
1900,  to  merge  under  a  single  head  all  the  various  Carnegie  proper- 
ties, including  the  H.  C.  Frick  Coke  Company  and  its  subsidiaries. 
It  was  cajDitalized  as  follows: 

Authorized  and  issued. 

Bonds $160,  000,  000 

Stock 160,  000,  000 

It  is  difficult  to  form  a  satisfactory  estimate  of  the  value  of  the 
properties  of  the  Carnegie  Company.  There  was  no  underwriting  or 
promotion  in  the  ordinaiy  sense  of  the  Avord,  and  the  securities 
were  not  actively  dealt  in.  In  fact,  no  public  sales  of  the  stock  were 
ever  reported,  except  for  a  few  scattered  shares  just  about  the  time 
the  company  was  acquired  by  the  Steel  Corporation.  (See  p.  171.) 
All  of  its  securities  were  taken  by  the  various  individuals  who  had 
previously  been  indentified  with  the  Carnegie  and  Frick  concerns. 
It  is  impossible,  therefore,  to  apjoly  the  same  tests  to  this  company 
that  have  been  used  in  discussing  the  valuations  of  the  other  constit- 
uent concerns  of  the  Steel  Corporation. 

It  may,  however,  be  noted  that  in  the  early  part  of  1809  W.  H. 
Moore  (the  organizer  of  the  American  Tin  Plate,  National  Steel, 
and  several  other  steel  companies),  together  with  H.  C.  Frick  and 
Henry  Phipps,  jr.  (both  partners  of  Mr.  Carnegie),  contemplated 
the  purchase  of  the  Carnegie  and  Frick  properties  and  the  transfer 
of  these  to  a  new  corporation,  and  in  accordance  with  this  plan  se- 
cured an  option  for  the  purchase  of  the  old  Carnegie  Steel  Company 
(Ltd.)  on  the  basis  of  $250,000,000,  and  of  the  H.  C.  Frick  Coke 
Company  on  the  basis  of  $70,000,000.  or  a  total  of  $320,000,000.  It 
was  reported  that  the  prospective  purchasers  contemplated  the 
organization  of  a  company  with  no  less  than  $675,000,000  capital- 
ization. The  deal  fell  through,  however,  the  promoters  paying  Mr.  ■ 
Carnegie  a  cash  forfeit  of  $1,170,000  for  their  option  on  his  indi- 
vidual holdings  in  the  Carnegie  concern. 

The  failure  of  these  negotiations,  together  with  a  disagreement 
over  the  terms  of  an  alleged  coke  contract  between  the  H.  C.  Frick 
Coke  Company  and  the  Carnegie  Steel  Company  (Ltd.)  resulted  in 
very  bitter  feeling  between  Mr.  Carnegie  and  Mr.  Frick  which  cul- 
minated in  an  attempt  to  eliminate  the  latter  from  the  Carneoie 
concern,  under  an  old  partnership  arrangement  known  as  the  "  iron- 
clad agreement,"  which  was  designed  to  enable  the  controllino-  inter- 
est in  the  company  to  compel  the  resignation  of  any  member  whose 
connection  was  no  longer  desired.  It  was  proposed  to  pay  Mr.  Frick 
for  his  interest  in  the  Carnegie  properties  (which  amounted  to  6 
per  cent  of  the  total)  in  cash.  The  book  value  of  the  old  Carnegie 
company's  properties  on  January  1,  1900,  as  officially  determined  at 
this  time,  was  $75,610,104,  this  including  about  30  per  cent  of  the 
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stock  of  the  H.  C.  Frick  Coke  Company  owned  by  the  Carnegie  Steel 
Company  (Ltd.).  On  this  basis,  Mr.  Frick's  interest  of  6  per  cent 
was  equivalent  to  $4,536,606. 

Mr.  Frick,  however,  was  dissatisfied  with  this  allotment  and 
brought  suit  against  Mr.  Carnegie  and  his  other  joartners  to  restrain 
them  from  carrying  out  their  plans  for  eliminating  him  from  the 
concern.  Mr.  Frick  in  his  bill  of  complaint  asserted  that  the  book 
values  of  the  various  properties  by  no  means  represented  their  market 
values,  as  will  be  seen  from  the  following  excerpt  from  the  bill : 

The  books  of  said  company  do  not  now  and  have  not  re- 
cently contained  a  reasonable  valuation  of  its  assets.  A  very 
large  quantity  of  its  assets  on  the  1st  day  of  January,  1900,  stood 
upon  its  books  at  very  inadequate  valuations.  Some  of  the  as- 
sets did  not  there  appear  at  any  valuation.  This  was  known  to 
Carnegie  and  the  other  partners.  The  fair  value  of  your  orator's 
interest  therein  could  not  be  determined  from  what  now  appears 
on  the  books  of  said  company. 

The  answer  of  Mr.  Carnegie  and  his  associates  to  these  contentions 
was,  in  part,  as  follows: 

These  books  show  that  the  net  value  on  the  31st  day  of  De- 
cember, 1899,  of  the  assets  of  the  Association  was  $75,610,104.96. 
To  a  large  extent  this  book  value  represents  the  actual  cost  of  the 
properties  represented  in  the  balance  sheets  of  the  Association. 
From  time  to  time  during  the  plaintiff's  membership  in  the  Asso- 
ciation he,  and  other  members,  were  appointed  a  committee  to 
revahie  certain  assets.  In  every  instance  of  such  revaluation 
the  plaintiff  himself  has  been  a  member  of  such  committee,  and 
the  values  now  entered  and  the  properties  included  as  having 
value  may  be  taken  as  the  plaintiff^s  own  statement  of  their  value 
to  his  fellow-members,  on  which,  during  the  plaintiff's  member- 
ship, more  than  fifteen  settlements  had  been  made  with  retiring 
members  or  the  estates  of  deceased  members. 

In  the  year  1892,  and  in  anticipation  of  the  dividend  of 
profits  which  was  then  declared,  the  assets  of  the  Association 
were  carefully  revalued  and  appraised  by  a  committee  consisting 
of  H.  C.  Frick,  H.  M.  Curry,  and  F.  T.  F.  Lovejoy.  Again, 
in  the  year  1899,  at  the  suggestion  of  a  committee  consisting  of 
H.  C.  Frick,  Henry  Phipps,  jr.,  and  F.  T.  F.  Lovejoy,  certain 
changes  were  made  in  the  book  value  of  the  assets  of  the 
Association,  and  the  result  thus  reached  was  a  just,  fair,  and 
reasonable  valuation  of  said  assets,  and  was  so  accepted  by  the 
Association. 

Every  month  a  balance  sheet  of  the  Association's  assets  and 
liabilities  has  been  prepared,  and  a  copy  of  the  same  furnished 
to  the  plaintiff,  on  which  balance  sheet  the  "  book  value  "  of  the 
capital  is  clearly  shown;  and  we  aver  that  the  valuation  of  the 
assets  as  shown  on  said  books  and  balance  sheets  is  a  full,  fair, 
and  accurate  valuation  of  the  same,  and  that  there  has  not  been 
omitted  from  such  books  and  balance  sheets  any  asset  which 
should  properly  find  a  place  thereon. 
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The  method  of  valuing  the  interestft  of  any  member  or  meni- 
bers  accordine  to  the  valuation  as  stated  on  the  books  is  emi- 
nently just  aifd  liberal.  It  is  a  method  of  ascertaining  the  value 
of  partnership  interests  largely  adopted  both  in  this  country 
and  in  England.  The  experience  and  judgment  of  business  men 
justify  us  m  saying  (as  we  do)  that  such  a  method  of  valuation 
in  large  manufacturing  companies,  and  especially  of  iron  and 
steel  in  our  country,  as  a  rule,  is  more  liberal  to  the  seller  than 
to  the  buyer;  for  experience  has  shown  that  partnership  assets, 
on  a  just  appraisement,  seldom  reach  the  value  at  which  they 
stand  on  the  books  of  the  concern,  and  that  a  settlement  made 
with  a  withdrawing  partner,  at  a  valuation  of  his  interest  based 
upon  its  value  as  appearing  on  the  books  of  the  firm,  is,  in  a 
very  large  majority  of  cases,  highly  advantageous  to  such  with- 
draAving  partner. 
Mr.  Frick,  in  his  bill  of  complaint,  made  the  following  statement: 

With  the  then  outlook,  Carnegie  estimated  in  November,  1899, 
that  it  [the  company]  Avill  realize  from  its  business  for  the 
year  1900  a  profit  of  $40,000,000,  and  I  then  and  now  believe 
that  said  profit  will  exceed  $40,000,000.  During  the  year  end- 
ing December  31,  its  net  ])rofits  were  $21,000,000. 

Its  assets  on  the  31st  day  of  December,  1899,  were  clearly 
worth  more  than  $250,000,000.  Within  the  last  few  months 
Carnegie  has  asserted  the  fair  ^'alue  thereof  to  be  greatly  in 
excess  of  that  sum.  He  has  further  asserted  that  they  are  of  such 
value  that  in  ordinary  times  of  peace  and  reasonable  business 
prosperity  in  England,  the  same  could  be  readily  placed  in  the 
London  market  on  the  basis  £100,000,000.  Since  the  making 
of  these  assertions  the  value  of  these  assets  has  largely  increased. 

Within  the  year  1899  huge  additions  to  and  improvements  of 
the  works  have  been  completed,  thereby  adding  enormously  to 
their  producing  power.  Other  additions  and  improvements, 
now  in  course  of  construction,  which  will  still  further  greatly 
increase  said  producing  power  and  future  profits,  will  soon  be 
completed. 

Mr.  Carnegie's  answer  on  the  matter  of  the  value  of  the  property 
was  a  flat  denial,  as  follows: 

It  /-s'  not  ivvc  tli(d  on  Dcreni.her  Jl^  1899,  ihe  Bind  Association 
Jt/ul  tisscfty  or  property,  cithtr  re'il  or  peTsoiud  or  tioujible,  in  any 
form,  ir/i/ch  the  said  dissociation  in  its  legal  capavity  coiihl  trans- 
fer, which  were  worth  $200,000,000;  nor  did  the  defendant,  An- 
drew Carnegie,  ever  a,sscrt  that  said  assets  were  in.  e.veess  of  that 
sumJ  The  said  Andrew  Carnegie  has  repeatedly  expressed  the 
opinion  with  reference  to  the  earning  capacity  of  said  company 
that  the  personnel  of  its  organization  was  worth  more  than  all 
the  proi^crty  of  the  company.  It  is  true  that  the  said  Andrew 
Carnegie  has  expressed  and  still  holds  sanguine  views  as  to  the 
future  of  said  company,  but  any  such  A-iews  are  based  upon  the 
maintenance  of  the  organization  of  the  said  company  in  its 
present  condition  of  efficiency  and  harmony. 
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Statements  thus  submitted  in  litigation  obviously  must  be  used 
Avith  discretion,  but  the  positive  and  direct  assertion  of  Mr.  Carnegie 
that  the  Carnegie  Steel  Company*  (Ltd.)  did  not  have  assets  or  prop- 
erty in  any  form  which  it  could  legally  transfer  to  the  value  of  $250,- 
000,000  is  entitled  to  some  weight.  On  the  other  hand,  under  the 
'•  ironclad  agreement,"  above  referred  to,  there  may  have  been  an  in- 
ducement to  keep  the  book  values  unduly  lo^-,  st>  that  this  can  not 
be  accepted  as  necessarily  a  true  indication  of  the  property  values; 
in  fact,  it  is  certain  that  some  of  the  book  values  of  investments  were 
less  than  the  true  value.  The  intangible  assets  of  the  Carnegie  con- 
cern, such  as  its  organization  and  gxeat  earning  power,  were  also 
important. 

The  valuation  of  such  intangible  considerations  in  the  case  of  a  suc- 
cessful company  whose  securities  were  not  on  the  market  is  an  ex- 
tremely difficult  matter.  It  is  reasonably  certain,  however,  that  the 
value  of  the  tangible  property  of  the  Carnegie  Steel  Company  (Ltd.) 
and  of  the  H.  C.  Frick  Coke  Company,  taken  together,  was  very  much 
below  the  $320,000,000  of  stock  and  bonds  issued  by  the  new  Carnegie 
Company  of  New  Jersey  when  it  acquired  these  concerns. 

Analysis  or  balance  sheet  op  Carnegie  Steel  Cojipany  (Ltd.) 
ON  March  1,  1900. — Following  is  a  copy  of  the  balance  sheet  of  the 
Carnegie  Steel  Company  (Ltd.)  on  March  1,  1900,  or  just  before  the 
organization  of  the  Carnegie  Company  of  New  Jersey  was  perfected, 
as  given  in  J.  Howard  Bridge's  ''  Inside  History  of  the  Carnegie 
Steel  Company  " : 

Table    10,--BALANCE    SHEET    OF   THE    CARNEGIE    STEEL    COMPANY    (LTD.)    ON 

MARCH   1,    1900.1 

Assets. 

Cash  : 

Treasury .$1,  287,  4.37.  66 

Works 19,  283.  43 

Sales   agencies L'.T,  302.  50 

$1,  332,  023.  59 

Bills    receivable 7,  174,  804.  02 

Mortgages   receivable,   employees 239,  845.  44 

.Vcconnts  receivable  : 

Current 16,  381,  884.  06 

Securities 517,  324.  80 

16,  899,  208.  86 

Stocks  : 

Finished    product 2,755,203.92 

Materials  for  use 7,087,964.76 

Ore  at  Lake  ports 1,952,212.31 

Ore   at   mines 16,470.00 

11,  811,  .S.-,o.  99 

-Vvailable    assets 37,457,  732.90 

'  J.  II.  Bridge,  "  Inside  History  of  the  Carnegie  Steel  Company,"  page  313. 
4525°— 11 12 
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Works  and  properties  : 

Edgar    Thomson    Works $10,429,504.67 

Duquesne  Steel  Works 2,333,406.35 

Duquesne   Furnaces 5,  626,  211.  91 

Homestead  Steel  Works 16,  644,  201.  84 

Carrie    Furnaces 1,079,588.69 

Howard  Axle   Works 717,476.87 

Lucy  Furnaces 1,2.^1,869.99 

Ke.YStone  Bridge   Works 718,  160.  11 

Upper  Union   Mills 1,  000,  000.  00 

Lower  Union  Mills 700,  000.  00 

Larimer  Coke  Works 200,  000.  00 

Youghlogheny   Coke   Works 160,  000.  00 

City  farm  lots 960,  664.  50 

A^erona    land 40,  000.  00 

Liberty   farm 225,000.00 

Oliver  land 310,313.81 

Fawcett  land 25.00 

$42,  396,  513.  74 

1900  improvements  : 

Edgar  Tliomson  Furnaces 50,489.  13 

Edgar  Tliomson  ."^teel  Works 31,  441.  69 

Edgar  Thomson  Foundry 10.  50 

Duquesne  Furnaces 13,  324.  48 

Duquesne  Steel  Works 304,  635.  24 

Homestead  St.^el  Works 240,666.98 

Carrie  Furnaces 204,070.56 

Howard  Axle  Works 102,  542.  90 

Lucy  Furnaces 3,415.57 

Keystone  Bridge  Works 1,  663.  18 

T'pper  Union  Mills 6,  537.  12 

Lower  Union  Mills 

958,  797.  35 

Stocks  and  bonds.  Investments 14,940,405.50 

$58,295,716.59 

Undivided  capital 77,  710.  72 

Due  from  partners : 5,  585,  642.  22 

5,  663,  352.  94 

Total  assets 101,  416,  802.  43 

Liabilitiea. 
Mortgages  payable  : 

Edgar  Thomson  Works $209,  945.  00 

Duquesne  Steel  Works 995,  000.  00 

Duquesne  Furnaces 200,  000.  00 

Homestead  Steel  Works 103,  250.  00 

Carrie  Furnaces 600,000.00 

Howard  Axle  Works 273,  275.  85 

ICeystone  Bridge  Works 50,  000.  00 

Liberty   farm 150,  000.  00 

Oliver  land 153,  000.  00 

$2,  734.  470.  85 

Bills  payable  : 

Current 4,  360,  174.  73 

Stewart 375,  000.  00 

Borntracger 271,423.56 

5,  006,  598.  29 

Accounts  payable  : 

Current 2,  469,  650.  44 

Ore 240,  130.  21 

2,  709,  780.  65 

Special  deposits 3,  776,  276.  27 

Liabilities  payable 14,227,126.06 
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Special  funds  : 

Contingent  fund $557,  143.  50 

Contingent,  special 711,  810.  00 

Relining  fund 211,  328.  85 

Coal  extinguishment  fund 15,  822.  45 

$1,  496,  104.  80 

Due  to  partners 4,  113,  057.  33 

Surplus 56,  579,  914.  Ill 

Capital 25,  000,  000.  nil 

81,  579,  914.  19 

$101,  416,  802.  43 

It  is  possible  in  a  general  way  to  analyze  some  of  the  principal 
items  in  this  balance  sheet. 

CuREENT  ASSETS. — Including  the  amo.unts  due  from  partners  and 
the  "  undiAdded  capital,"  these  current  assets  aggregated  $43,121,086. 
Against  this  total,  however,  should  be  placed  the  current  liabilities 
(including  the  amounts  due  to  partners),  aggregating  $15,606,313, 
thus  leaving  the  net  working  assets  at  $27,514,773.^ 

Manttfacturing  plants. — The  manufacturing  plants — that  is, 
"  works  and  properties  " — it  will  be  seen,  were  entered  on  the  bal- 
ance sheet  at  $42,396,513.74,  or,  including  improvements  up  to  the 
1st  of  March,  1900,  of  $958,797.35,  at  a  total  valuation  of  $43,355.- 
311.09.  This  item  represents  chiefly  blast  furnaces,  steel  works,  and 
other  manufacturing  plants,  with  the  plant  sites,  and  also  includes 
some  miscellaneous  land  and  some  coke  property. 

This  book  valuation  of  the  manufacturing  properties  may  be  ac- 
cepted as  a  fair  current  valuation  at  the  time.  These  properties,  as 
already  shown,  had  been  revalued  on  various  occasions  by  the  Car- 
negie interests.  It  is  true  that  the  plant  sites,  as  claimed  elsewhere 
(see  note,  p.  158),  may  ha^'e  appreciated  considerably,  and  that  pos- 
sibly the  full  amount  of  this  appreciation  was  not  shown.  A  very 
rough  comparison  of  capacities  and  valuations  for  the  Carnegie,  Fed- 
eral Steel,  and  National  Steel  companies,  however,  indicates  that  the 
book  valuation  of  the  manufacturing  properties  of  the  former  must 
have  been  reasonably  near  a  fair  current  valuation. 

Investments. — The  only  other  significant  item  of  assets,  as  entered 
on  the  balance  sheet,  is  that  of  investments,  which,  it  will  be  seen, 
amounted  to  $14,940,405.50.  This  item  is  the  most  difficult  of  any 
to  criticize  intelligently.  It  included  the  holdings  of  the  Carnegie 
Steel  Company  (Ltd.)  in  the  H.  C.  Frick  Coke  Company,  the  Oliver 
Iron  Mining  Company,  the  Pittsburg  Steamship  Company,  the  Car- 
negie Natural  Gas  Company,  the  Union  Railroad  Company,  the 
Pittsburg,  Bessemer  and  Lake  Erie  Railroad  Company,  and  some 
minor  investments. 

1  It  is  possible  that  some  of  the  items  under  "  Special  funds  "  in  the  preceding  balance 
sheet  should  be  deducted  from  the  gross  current  assets,  but  since  the  exact  nature  of 
these  is  not  known  this  has  not  been  done,  but  instead  a  deduction  for  all  these  funds 
and  the  mortgages  is  later  made.      (See  p.  159.) 
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The  Carnegie  Steel  Company  (Ltd.)  held  a  29.552  per  cent  interest 
in  the  stock  of  the  H.  C.  Frick  Coke  Company,  the  par  value  of 
which  amounted  to  $2,955,200,  but  which  was  carried  on  the  books 
of  the  Carnegie  Steel  Company  (Ltd.)  at  $5,110,042;  this,  as  shown 
elsewhere  (see  note,  p.  158),  was  the  book  value,  representing  the 
actual  cost  plus  its  proportion  of  undivided  surplus.  On  the  basis  of 
such  a  valuation  for  a  29.552  per  cent  interest,  the  entire  book  value  of 
the  H.  C.  Frick  Coke  Company's  stock  would  have  been  $17,291,696. 

There  can  be  no  doubt,  however,  that  the  real  value  of  this  H.  C. 
Frick  Coke  property  was  greatly  in  excess  of  the  book  value.  The 
company,  in  March,  1900,  had  approximately  40,000  acres  of  coking- 
coal  land,  the  value  of  which  at  the  time  probably  ranged  anywhere 
from  $750  to  $1,000  per  acre.  It  also  had  11,000  coke  ovens,  which 
may  be  reckoned  as  worth  from  $6,000,000  to  $7,500,000.  The  com- 
pany also  owned  several  subsidiary  concerns,  chiefly  water  or  trans- 
portation companies.  The  aggregate  value  of  these  miscellaneous 
investments,  however,  could  not  have  been  very  great.  Without 
attempting  any  detailed  valuation  of  the  Frick  Coke  properties,  it 
is  probably  safe  to  say  that  at  a  conservative  valuation  they  were 
worth  in  March,  1900,  from  $40,000,000  to  $50,000,000.  James  J. 
Campbell,  the  former  auditor  and  secretary  of  the  Carnegie  Com- 
pany, in  an  affidavit  submitted  in  litigation  against  the  Steel  Cor- 
poration in  1902  (see  p.  158),  stated  that  the  30  per  cent  interest  of 
the  Carnegie  Steel  Company  (Ltd.)  in  the  H.  C.  Frick  Coke  Com- 
pany was  "  considered  to  be  worth  more  than  $20,000,000  "'  in  March, 
1900.  On  this  basis  the  entire  value  of  the  Frick  concern  would  have 
been  at  least  $66,667,000.  However,  Mr.  Campbell's  estimate,  since 
it  was  submitted  in  defense  of  the  Steel  Corporation's  capitalization, 
was  likely  to  exaggerate  a  fair  market  valuation,  and  it  seems  that 
an  estimate  of  $50,000,000  for  the  Frick  property  would  be  much 
nearer  the  mark  and  probably  high. 

Another  important  investment  was  that  in  the  Oliver  Iron  Mining 
Company,  of  which  the  Carnegie  Steel  Company  (Ltd.)  held  $1,000,- 
000  capital  stock,  out  of  a  total  of  $1,200,000.  This  stock,  according 
to  the  affidavit  by  James  J.  Campbell,  above  referred  to,  was  carried 
on  the  books  of  the  Carnegie  concern  at  $2,167,000,  this  siun  represent- 
ing the  original  investment  plus  accumulations  of  profit,  but  after 
allowing  for  outstanding  indebtedness.  This  sum  undoubtedly  was 
less  than  a  fair  valuation  of  the  Carnegie  company's  interest  in  the 
Oliver  Iron  Mining  Company.  "\ATiile  the  valuation  of  the  ore  prop- 
erty of  the  Steel  Corporation  can  best  be  considered  as  a  whole  instead 
of  hy  parcels,  it  may  be  noted  here  in  passing  that  the  remaining  one- 
sixth  interest  in  the  Oliver  Iron  Alining  Company  which  had  been 
held  by  the  Oliver  &  Snyder  Steel  Company  was  valued  in  1897  hv  the 
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owners,  in  an  option  submitted  to  the  promoters  of  a  $75,000,000 
wire  consolidation  then  in  contemplation,  at  $1,400,000.  If  that  was 
a  fair  price  for  that  fraction,  it  would  indicate  a  value  for  the  entire 
property,  at  that  time,  of  $8,400,000,  on  which  basis  the  five-sixths 
interest  held  by  the  Carnegie  Steel  Company  (Ltd.)  would  have  been 
worth  $7,000,000.  In  view  of  the  fact  that  this  option  was  sub- 
mitted to  promoters  who  were  organizing  a  consolidation,  it  is  fair  to 
assume  that  the  ^-endors  named  a  price  which  they  considered  liberal. 
On  the  other  hand,  the  value  of  ore  property  in  1897  would  not  be  a 
fair  criterion  of  the  value  of  the  same  property  in  1900.  Moreover, 
during  this  interval  the  Oliver  Iron  Mining  Company  had  added 
materially  to  its  holdings  of  ore,  so  that  for  this  reason  also  the  price 
named  on  this  one-sixth  interest  in  1897  can  not  be  regarded  as  con- 
clusive. 

It  may  further  be  noted  that  this  one-sixth  interest  in  the  Oliver 
Iron  Mining  Company,  together  with  a  one-sixth  interest  in  the 
Pittsburg  Steamship  Company,  was  sold  in  1901  for  $9,250,000  of 
United  States  Steel  preferred  stock  and  a  like  amount  of  United 
States  Steel  common  stock.  As  shown  elsewhere  (p.  196),  the  cash 
value  of  the  one-sixth  interest  in  the  Pittsburg  Steamship  Company 
in  April,  1901,  may  be  estimated  as  worth  about  $625,000,  the  book 
investment  in  the  fleet  on  that  date  being  $3,783,000.  Assuming  that 
the  United  States  Steel  common  stock  issued  in  this  transaction  was  a 
mere  bonus,  and  that  the  $9,250,000  of  preferred  stock  represented  the 
full  cash  value  of  the  ore  property  and  the  steamship  propertj'  com- 
bined, this  would  indicate  a  cash  price  of  $8,625,000  for  the  one-sixth 
interest  in  the  ore  property  alone.  On  the  basis  of  such  a  valuation 
the  five-sixths  interests  held  by  the  Carnegie  Steel  Company  (Ltd.) 
would  have  been  worth  $43,125,000,  and  the  entire  property  $51,750,- 
000.  Such  a  valuation,  however,  is  certainly  excessive.  The  United 
States  Steel  Corporation  was  anxious  to  get  control  of  this  ore  com- 
pany, and  tlie  price  which  it  was  willing  to  pay  for  a  small  fraction 
of  the  stock  under  these  conditions  might  be  an  even  more  unsafe 
criterion  than  the  option  price  on  this  same  one-sixth  interest  given 
four  years  earlier. 

In  view  of  the  difficulties  of  estimating  the  ore  property  by  parcels, 
the  Bureau,  as  already  stated,  has  undertaken  a  valuation  of  the  ore 
property  of  the  Steel  Corporation  as  a  whole.  This  is  done  in  Chap- 
ter III.  No  attempt  is  made  to  place  a  definite  valuation  upon  the 
ore  property  of  the  Carnegie  company  by  itself. 

The  Union  Railroad  Company,  which  was  carried  on  the  books  of 
the  old  Carnegie  company  at  $2,290,000,  was  probably  worth  consid- 
erably more  than  that  sum   (see  p.  193),  and  the  book  ^-aluation 
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assigned  the  Carnegie  Natural  Gas  Company,  namely,  $1,500,000, 
was  probably  low.^ 

The  valuations  at  which  the  other  investments  of  the  Carnegie 
Steel  Company  (Ltd.)  were  carried  on  its  books  are  not  known. 
The  most  important  of  these  were  110,010  shares  (par  value  $5,500,- 
500)  of  the  common  stock  and  10,000  shares  (par  value  $500,000)  of 
the  preferred  stock  of  the  Pittsburg,  Bessemer  and  Lake  Erie  Rail- 
road Company,  a  five-sixth  interest  in  the  Pittsburg  Steamship  Com- 
pany, the  entire  stock  of  the  Pittsburg  and  Conneaut  Dock  Com- 
pany, and  a  one-half  interest  in  the  Pewabic  company,  owniiig  the 
Pewabic  mine.  There  can  be  no  doubt  that  a  fair  valuation  of  the 
stock  of  the  Pittsburg,  Bessemer  and  Lake  Erie  Railroad  Company 
in  March,  1900,  would  be  considerably  less  than  the  par  value  of  the 
shares.  Even  allowing  the  full  par  value,  however,  the  Carnegie 
company's  investment  in  that  stock  would  have  been  worth  only 
about  $6,000,000. 

The  Pittsburg  Steamship  Company  in  March,  1900,  had  6  steamers 
and  1  barge,  some  of  which  were  old  and  of  small  capacity.  It  had 
under  construction,  however,  5  new  and  large  steamers.     The  book 

1  Excerpts  from  Mr.  Campbell's  afBdavit  (submitted  In  July,  1902),  referred  to  on 
page  156,  concerning  these  properties,  follow : 

For  example  the  Carnegie  Steel  Company  (Ltd.)  then  [early  In  1900]  owned 
,$1,000,000  par  value  out  of  tbe  total  par  value  of  $1,200,000  of  the  Oliver  Iron 
Mining  Company,  which  was  entered  on  the  books  of  the  Carnegie  Steel  Company 
(Ltd.)  at  $2,167,000  corresponding  to  the  net  book  value  of  the  properties  as  they 
appeared  on  the  books  of  the  Oliver  Iron  Mining  Company  itself.  The  book  value 
of  these  ore  properties  represented  the  cost  of  acquiring  the  same  and  accumulations 
of  profit.  The  Oliver  Iron  Mining  Company  owned  Bessemer  and  other  iron-ore 
properties  of  enormous  value,  which  had  been  acquired  at  a  very  low  cost  and 
before  the  great  value  of  the  Lake  Superior  Bessemer  ores  was  known.  Some  of 
these  ore  properties,  which  were  acquired  at  a  nominal  cost,  are  now  worth  one  hun- 
dred fold  such  cost. 

******* 

The  30  per  cent  interest  in  the  H.  C.  Frick  Coke  Company  was  carried  on  the  books 
of  the  Carnegie  Steel  Company  (Ltd.)  at  $5,110,042,  which  was  based  not  on  the 
actual  value  of  the  properties  themselves  but  on  the  book  value,  which  represented 
cost  and  undivided  surplus,  but  most  of  such  properties  were  purchased  many  years 
before  at  a  small  or  nominal  price  per  acre,  and  prior  to  the  discovery  of  the  great 
value  of  the  Connellsville  coal  for  coking  purposes.  The  30  per  cent  interest  of  the 
Carnegie  Steel  Company  (Ltd.)  in  the  H.  C.  Frick  Coke  Company  was  considered 
to  be  worth  more  than  $20,000,000  at  the  time  it  was  acquired  by  the  Carnegie 
Company  of  New  Jersey,  in  March,  1900,  and  could  not  then,  in  my  opinion,  at  the 
market  value  of  the  same  coal  fields,  have  been  replaced  or  duplicated  at  any  such 
figure.  The  stock  of  tbe  Carnegie  Natural  Gas  Company,  which  was  carried  on  the 
books  of  the  Carnegie  Steel  Company  (Ltd.)  at  $1,500,000,  was  then  and  is  now 
worth  many  times  that  amount.  The  stock  of  the  Union  Railroad  Company,  which 
was  carried  on  the  books  at  $2,290,000,  was  worth  in  my  opinion  at  least  $10,000,000. 
******* 

The  mills  and  plants,  such  as  the  Edgar  Thomson  Works,  the  Homestead,  Steel 
Works,  the  Duquesne  Steel  Works,  the  Duquesne  Furnaces,  and  other  works,  were 
all  entered  at  their  original  cost  and  included  nothing  for  large  amounts  expended 
on  the  same  to  improve  and  modernize  them,  which  expenditures  were  made  out  of 
current  earnings  of  the  company  and  were  charged  off  against  its  profit  and  loss 
account,  but  which  materially  increased  not  only  the  intrinsic  values  of  the  plants 
by  many  million  dollars,  but  their  earning  capacity.  [See,  however,  the  additions 
to  such  properties  in  the  balance  sheet  on  page  154.]  Moreover,  the  valuations  con- 
tained in  the  books  comprehended  large  tracts  of  real  estate  at  the  actual  cost 
thereof,  some  of  which  had  been  acquired  twenty-flve  or  thirty  years  prior  thereto 
at  a  small  figure  and  had  appreciated  enormously  in  value.  These  properties  are 
exceptionally  situated  by  reason  of  their  proximity  to  coke  fields,  to  manufacturing 
and  distributing  centers,  and  to  economical  facilities  for  railroad  and  river  navi- 
gation. 

As  shown  later,  the  Steel  Corporation  was  at  this  time  endeavoring  to  Justify  its 
huge  capitalization  so  that  there  was  a  great  temptation  before  Its  officers  to  make  their 
estimates  of  its  property  liberal. 
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investment  in  these  vessels  on  March  1,  1900,  was  $2,385,947.  On  this 
basis,  the  five-sixths  interest  of  the  Carnegie  Steel  Company  (Ltd.) 
would  be  worth,  roughly,  $2,000,000. 

The  investment  in  the  Pittsburg  and  Conneaut  Dock  Company  was 
approximately  $1,200,000. 

On  the  foregoing  basis  the  indicated  value  of  the  Carnegie  and 
Frick  properties,  other  than  their  ore  and  natural-gas  property, 
would  be  approximately  as  follows: 

Assets  other. than  "investments"   (book  value)  : 

Working  capital $27,  500,000 

Manufacturing  properties 43,350,000 

Union  Railroad  Company   (see  text) 2.200,000 

Pittsburg    Steamship    Company     (five-sixths    in- 
terest)        2,000,000 

Pittsburg  and  Conneaut  Dock  Company 1,200,000 

"  Investments  "  exclusive  of  ore  and  natural-gas  prop- 
erty (estimated  value)  : 

H.  C.  Frick  Coke  Company  (entire  property) 50,000,000 

Pittsburg,  Bessemer  and  Lake  Erie  Railroad  (52 

per  cent  interest) 6,000,000 

The  total  of  these  various  items  is  $132,340,000,  but  after  deducting 
the  mortgages  of  $2,734,471  and  the  special  funds  of  $1,496,105 
shown  in  the  balance  sheet  on  pages  154-155,  the  net  total  would  be 
approximately  $12'8,100,000.i 

All  of  the  above  valuations  are  probably  sufficiently  liberal,  with 
the  exception  of  that  for  the  Union  Railroad  Company,  the  actual 
value  of  which  stock  probably  considerably  exceeded  its  book  value. 
Allowing  as  much  as  $4,000,000  additional  to  cover  this  item,  there 
would  be  left,  roughly,  $28,000,000  of  bonds  and  all  of  the  $160,000,000 
stock  of  the  Carnegie  Company  to  cover  its  ore  and  natural-gas 
property  and  a  few  unimportant  remaining  items,  and  intangible 
considerations.  The  valuations  of  the  ore  and  natural-gas  properties 
are  taken  up  in  the  next  chapter. 

The  Carnegie  ore  properties  were  almost  entirely  leaseholds,  which 
have,  of  course,  as  a  rule,  a  lower  value  than  fee  property.  The  ore 
tonnage  on  these  properties  was  very  much  less  than  that  of  the 
Lake  Superior  Consolidated  Iron  Mines. 

These  figures,  while  arbitrary  in  many  respects,  certainly  suggest 
that  the  tangible  property  of  the  Carnegie  Company  of  New  Jersey 
was  not  much,  if  at  all,  in  excess  of  the  $160,000,000  bond  issue,  and 
that  the  $160,000,000  stock  was  issued  for  earning  power  and  other 
intangible  considerations. 

It  may  be  noted  that  in  the  agreement  providing  for  the  or- 
ganization of  the  Xew  Jersey  company  it  was  stated  that  the  various 

1  As  shown  on  page  80,  there  was  a  considerable  amount  of  underlying  indebtedness, 
largely  of  railroad  concerns.  This  need  not  be  considered  here,  however,  as  the  valuations 
placed  on  the  stocks  of  such  roads  allow  for  such  indebtedness. 
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Carnegie  Steel  properties  would  receive  $125,000,000  in  bonds  of 
the  new  concern  and  a  like  amount  in  its  stock,^  and  the  H.  C.  Frick 
Coke  properties  $35,000,000  in  bonds  and  $35,000,000  in  stock.  This 
arrangement,  in  view  of  the  usual  method  at  that  time  of  giving 
common  stock  as  a  bonus  with  preferred  issues,  certainly  gives  some 
color  to  the  suggestion  that  the  bonds  may  have  been  regarded  as 
similar  to  preferred  stock  and  intended  to  cover  the  physical  property 
and  that  the  stock  was  issued  to  cover  earning  power  and  other  in- 
tangible considerations. 

There  can  be  no  question  that  the  earning  power  of  the  properties, 
as  distinguished  from  the  value  of  the  tangible  assets,  figured  very 
largely  in  the  capitalization  of  the  New  Jersey  concern.  As  shown 
above  (p.  152),  the  answer  of  Mr.  Carnegie  and  his  associates  in 
the  H.  C.  Frick  suit  stated  that  Mr.  Carnegie  had  repeatedly  ex- 
pressed the  opinion  that  the  personnel  of  the  organization  was  worth 
more  than  all  of  its  property.  In  this  connection  the  following 
further  excerpt  from  the  answer  may  be  cited : 

The  profits  which  have  resulted  do  not  represent  simply  earn- 
ings or  interest  on  the  capital  invested,  but  have  been  the  prod- 
uct from  year  to  year  of  the  brains,  intelligence,  and  industry  of 
the  several  members  who,  in  their  separate  departments,  have  so 
conducted  the  business  of  the  association  as  to  produce  this 
profit.  Any  capitalization  of  the  earning  power  of  the  enter- 
Ijrise  as  a  going  concern  would  in  no  wise  represent  only  the 
value  of  the  plant  and  oth^r  property  which  are  the  assets  of 
the  Association,  and  to  which  alone  upon  his  withdrawal,  retire- 
ment, or  exclusion  from  the  Association  the  plaintiff  is  entitled 
to  an  account.  Such  capitalization  would  be  based  upon  the 
continued  operation  of  the  plant  by  the  members,  upon  whose 
future  earning  power  the  plaintiff  has  no  lien  or  claim. 

Earnings  of  the  Carnegie  properties  in  1899. — The  earnings 
of  the  principal  Carnegie  properties  for  the  years  1896-1900,  as  given 
by  J.  H.  Bridge,  in  his  book  upon  the  "  Inside  History  of  the  Car- 
negie Steel  Company,"  were  as  follows: 

Ti.BLE  11. — NET  profits  of  CARNEGIE  STEEL  COMPANY   (LTD.),  ISQe-lMO.!! 


Year. 

Net  profits.' 

Year. 

Net  profits.* 

1896 

36,000,000 
7,000,000 
11,600,000 

1899 

121,000,000 

1897 

1900 

40,000,000 

1898 

1  TMs  may  have  covered  the  Carnegie  Steel  Company's  interest  in  the  H.  C.  Frick  Coke  Company. 

2  Bridge,  "  The  Inside  History  of  the  Carnegie  Steel  Comply,"  page  295. 

3  Mr.  Bridge  in  his  book  referred  to  $4,500,000  as  additional  profits  reinvested,  but  it  w£is  not  clear 
whether  this  applied  to  the  year  1900  or  to  a  longer  period. 
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The  earnings  of  the  company  for  1899,  it  will  be  seen,  were 
$21,000,000,  this  amount  including  $1,253,853  (or  29.552  per  cent)  of 
the  earnings  of  the  H.  C.  Frick  Coke  Company.  The  total  profit  of 
the  Frick  concern,  therefore,  was  $4,242,870.  Including  these  total 
earnings,  the  entire  profit  of  both  the  Carnegie  and  Frick  concerns 
for  the  year  was  $23,989,017.  This  would  be  equivalent  to  only 
7.5  per  cent  on  a  capitalization  of  $320,000,000,  To  capitalize  a 
great  iron  and  steel  concern  on  a  basis  of  7.5  per  cent  would  be  sug- 
gestive of  overvaluation  in  any  instance.  AATien  it  is  considered  that 
the  year  1899  was  one  of  exceptional  prosperity  in  the  iron  and  steel 
industry,  such  overvaluation  is  the  more  ajDparent.  It  is  true  that  in 
1900  the  earnings  of  the  Carnegie  and  Frick  properties  combined 
were  nearly  $40,000,000,  or  at  the  rate  of  about  12-i  per  cent  on  a 
total  capitalization  of  $320,000,000.  The  year  1900,  however,  while 
not  quite  so  remarkable  with  respect  to  the  high  prices  of  products 
as  1899,  was  a  phenomenally  prosperous  year  for  the  Carnegie  Com- 
pany, and  the  earnings  afford  no  satisfactory  basis  for  judging  the 
value  of  the  property. 

The  earnings  of  some  of  the  other  large  iron  and  steel  companies 
for  the  year  1899,  and  the  ratio  of  those  earnings  to  capitalization, 
were  as  follows : 


Company. 

Issued  securi- 
ties, Pec.  31, 
1899. 1 

Earnings  1899 
before  deduct- 
ing bond 
interest.  2 

Per 
cent. 

Federal  Steel 

8126,345,000 
62,000,000 
90,000,000 
80,000,000 

19,371,136 
8,930,000 
12,162,530 
13,878,365 

7.4 

American  Steel  and  Wire 

13  5 

National  Tube 

17  3 

>  Including  underlying  bonds  but  not  other  indebtedness. 

» In  two  cases  the  earnings  are  not  lor  the  exact  calendar  year;  thus  the  fiscal  year  of  the  National  Steel 
Company  ended  February  28,  1900,  and  that  of  the  National  Tube  Company  ended  June  30,  1900. 

From  this  table  it  appears  that  the  earnings  of  the  Federal  Steel 
Company  in  1899,  before  deducting  bond  interest,  were  equivalent 
to  7.4  per  cent  on  its  total  outstanding  capitalization  (stock  and 
bonds) . .  This  was  substantially  the  same  rate  as  that  indicated  by 
comparing  the  earnings  of  the  Carnegie  and  Frick  concerns,  in  the 
same  year,  with  the  subsequent  capitalization  of  $320,000,000.  More- 
over, the  earnings  of  the  other  three  companies — National  Steel  Com- 
pany, American  Steel  and  Wire  Company,  and  the  National  Tube 
Company — show  a  higher  rate  on  their  total  capitalization  than  do 
even  the  enormous  earnings  of  the  Carnegie  Company  for  the  year 
1900.     In  view  of  the  preceding  evidence  that  the  capitalization 
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of  these  three  concerns  was  very  greatly  in  excess  of  their  actual 
investment,  the  fact  that  they  still  showed  higher  rates  of  earnings 
than  the  Carnegie  Company  in  its  exceptionally  prosperous  year 
may  be  fairly  presented  as  confirming  other  evidence  that  the 
capitalization  of  the  Carnegie  Company  was  excessive. 

Further  evidence  tending  to  the  same  conclusion  is  shown  in  the 
following  t;il)le,  which  gives  the  capacity  of  finished  products  of  the 
Carnegie,  the  Federal  Steel,  and  the  National  Steel  companies,  and 
the  amount  of  securities  per  ton  of  capacity  in  1900 : 


Company. 

Issued  securi- 
ties, Dec.  31, 
1900. 

Capacity  of 

finislied  steel 

products. 

Securities 
per  ton 
capacity. 

1  $336,600,000 
126,345,000 
62,000,000 

Tom. 
3,200,000 
2,300,000 
2,000,000 

$105 

55 

National  Steel                        

31 

^Including  underlying  bonds  of  approximately  $16,000,000;  in  this  comparison  purchase-money  obli- 
gations are  not  included. 

It  should  be  noted  that  these  figures  of  capitalization  and  capacity, 
as  well  as  those  of  earnings  given  in  the  preceding  table,  are  not 
strictly  comparable  for  the  reason  that  the  Carnegie  Company  had 
a  larger  investment,  relatively  as  well  as  absolutely,  in  coal  and 
miscellaneous  properties  than  most  of  the  other  concerns.  However, 
the  Federal  Steel  Company  had  very  extensive  ore  property  and  also 
very  important  railroad  properties,  while  its  holdings  of  coal  and 
coke  were  important.  It  has  already  been  shown  that  the  capitaliza- 
tion of  that  concern  was  very  greatly  in  excess  of  the  value  of  its 
investment  in  tangible  property  at  its  organization;  and  allowing 
for  additions  through  surplus  earnings  up  to  the  close  of  1900  there 
can  be  no  doubt  that  there  was  still  a  considerable  excess  of  securities 
over  the  investment  in  tangible  property.  Including  such  over- 
capitalization, however,  the  average  per  ton  of  capacity  for  the 
Federal  Steel  Company  was  only  $55,  whereas  the  average  for  the 
Carnegie  Company  was,  in  round  numbers,  $105  per  ton.  The 
average  for  the  National  Steel  Company,  it  will  be  seen,  was 
only  $31  per  ton,  but  this  is  not  so  fairly  comparable  as  that  of  the 
Federal  Steel  Company.  However,  the  fact  that  these  two  heavily 
capitalized  concerns  show  average  caj^italizations  per  ton  of  capacity 
very  much  below  the  per  ton  average  for  the  Carnegie  Company  tends 
to  confirm  other  evidence  of  extensive  overcapitalization  by  the  latter 
concern. 

Excessive  price  paid  eor  Carnegie  Company  by  Steel  Corpoea- 
TiON.— For  $159,450,000  of  bonds  and  $160,000,000  of  stock  of  the 
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Carnegie  Company,  the  United  States  Steel  Corporation  issued  $492,- 
000,000  of  its  securities,  as  follows : 

For  i|;i59,450,000  of  Carnegie  Company  bonds bonds__  $159,  450,  000 

For  $96,000,000  of  Carnegie  Company  stock do 144,  000,  000 

For  $64,000,000  of  Carnegie  Company  stock_._  J  ''"'"'"'^  f  °f  -       ^^'  'zLl  l"^ 

•'  [  common  stock 90,  279,  040 

Total 1 492,  006, 160 

There  can  be  no  possible  doubt  that  this  enormous  issue  of  securi- 
ties bj'  the  Steel  Corporation  to  acquire  the  securities  of  the  Carnegie 
Company  meant  heavy  overvaluation.  Of  course,  the  United  States 
Steel  Corporation,  in  buying  the  Carnegie  Company,  paid  not  only 
for  tangible  assets,  but  also — and  very  liberally — for  earning  power, 
and,  perhaps  more  important  still,  for  the  elimination  of  Mr.  Car- 
negie. However,  even  on  the  basis  of  earning  power,  the  price  paid 
for  the  Carnegie  Company's  securities  was  excessive.  As  just  shown, 
the  earnings  of  the  Carnegie  Company  in  the  year  1900  were  about 
$40,000,000.  This  compares  with  cojnbined  earnings  of  all  the 
Carnegie  and  Frick  concerns  in  1899  of  about  $24,000,000,  which  in 
turn  were  greatly  in  excess  of  the  earnings  of  any  previous  year. 
Earnings  of  even  $40,000,000,  however,  represent  only  a  little  over 
8  per  cent  on  the  total  amount  of  securities  issued  ($492,006,160)  by 
the  Steel  Corporation  for  the  Carnegie  concern.  The  average  earn- 
ings of  the  Carnegie  and  Frick  properties  in  1899  and  1900  were 
about  $32,000,000.  This  average  amount  would  be  equivalent  to  6J 
per  cent  on  the  total  amount  of  securities  issued  for  the  companj'. 
The  year  1899,  as  just  stated,  was  a  phenomenally  prosperous  one  in 
the  steel  industry,  and  1900,  despite  some  reaction,  was  by  far  the 
most  prosperous  year  ever  enjoyed  by  the  Carnegie  concern  up  to 
that  time.  To  capitalize  a  steel  business  on  the  earnings  of  two  ab- 
normally prosperous  years  on  a  6  or  even  an  8  per  cent  basis  obvi- 
ously means  heavy  overvaluation  judged  by  any  reasonable  standard. 

That  the  purchase  price  of  the  Carnegie  Company  involved  a 
heavy  overissue  of  Steel  Corporation  securities  is  evident  from  a 
comparison  of  this  price  with  prices  paid  for  stocks  of  the  Federal 
Steel  Company  and  the  National  Steel  Company,  which  companies, 
it  will  be  remembered,  were  in  the  same  general  class  as  the  Carnegie 
Company,  since  they  were  well  integrated  and  since  they  were  chiefly 
concerned  with  the  manufacture  of  the  cruder  and  heavier  classes 
of  steel  products.     The  amounts  of  United  States  Steel  securities, 

'  Apparently  lfl,200,000  cash  was  also  paid  for  the  Carnegie  concern.  This,  however,  has 
been  treated  as  a  part  of  the  expenses  of  the  underwriting  syndicate.     (See  note,  p.  174.) 
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par  value,  issued  in  the  acquii^ition  of  the  securities  of  these  three 
companies  were  as  follows : 

Total  U.  S.  Steel  securities 
issued  in  acquisition. 

Carnegie  Company ^$492,006, 160 

Federal    Steel   Company 110,415,546 

National  Steel  Company 73,702,500 

In  other  words,  the  Steel  Corporation  issued  about  44  times  as 
much  in  its  securities,  at  par  value,  for  the  Carnegie  Company  as  it 
did  for  the  Federal  Steel  Company,  and  nearly  7  times  as  much 
as  it  did  for  the  National  Steel  Company.  This,  however,  does  not 
fairly  state  the  case,  because,  as  just  shown,  more  than  one-half 
the  purchase  price  of  the  Carnegie  Company  was  in  bonds,  which 
were  worth  much  more  than  Steel  Corporation  stocks,  whereas  no 
bonds  were  issued  for  the  stocks  of  the  Federal  Steel  and  National 
Steel  companies.  Based  upon  the  market  values  of  the  securities 
issued,  the  price  for  the  Carnegie  Company  was  about  6  times  as 
great  as  that  for  the  Federal  Steel  Company  and  about  9  times  as 
great  as  that  for  the  National  Steel  Company. 

It  should  be  pointed  out  that  the  property  of  the  Carnegie  Com- 
pany was  acquired  subject  to  underlying  indebtedness,  approxi- 
mating $24,850,000  (including  purchase-money  obligations,  etc.),  and 
that  the  stock  of  the  Federal  Steel  Company  was  preceded  by  nearly 
$27,150,000  of  underlying  indebtedness,  and  that  of  the  National 
Steel  Company  by  about  $6,000,000.  It  will  be  seen,  therefore,  that 
the  property  of  the  Federal  Steel  Company  was  subject  to  a  greater 
underlying  indebtedness,  both  relatively  and  actually,  than  was  that 
of  the  Carnegie  concern. 

However,  it  is  incredible  that  the  Carnegie  Company  was  worth 
to  the  Steel  Corporation  6  times  as  much  or  even  4|  times  as  much 
as  the  Federal  Steel  Company  (even  after  allowing  for  the  under- 
lying debt  in  each  case) ,  except  on  the  sole  ground  that  the  Corpora- 
tion thus  acquired  what  would  have  been  its  most  dangerous  competi- 
tor. In  other  words,  this  price  was  the  price  of  peace.  The  capacity 
of  the  steel  works,  blast  furnaces,  etc.,  of  the  Carnegie  Company  was 
only  about  40  to  50  per  cent  greater  than  that  of  the  Federal  Steel 
Company.  It  is  true  that  the  Carnegie  Company  had  very  much 
larger  holdings  of  coal  and  coke  property  and  possibly  as  large 
holdings  of  iron-ore  lands  as  the  Federal  Steel  Company.  Even 
at  high  valuations  for  these  coke  and  ore  properties,  however,  it 
would  be  absurd  to  argue  that  the  Carnegie  Company  was  worth  6 
times  or  even  44  times  as  much  as  the  Federal  Steel  Company.  The 
United  States  Steel  Corporation,  of  course,  in  making  these  acqui- 

iQf  this  total  $303,450,000  was  in  United  States  Steel  bonds.      (See  note  1>,  p.  174.) 


UNITED    STATES    STEEL    CORPOKATTON.  165 

sitions  considered  earning  power  and  other  intangible  considerations, 
and  on  this  basis  might  have  been  justified  in  paying  a  much  greater 
price  for  the  Carnegie  Company  than  for  the  Federal  Steel  Company 
relative  to  the  tangible  assets.  As  just  shown,  however,  the  earninga 
of  the  Carnegie  Company,  great  as  they  were,  were  far  from  sufficient 
to  justify  any  such  huge  price  as  was  actually  paid  for  that  concern. 
In  the  case  of  the  National  Steel  Company  the  capacity  of  the 
steel  works,  blast  furnaces,  etc.,  was  only  about  two-thirds  that  of  the 
Carnegie  Company,  while  the  National  Steel  Company's  investment 
in  ore  and  coke  properties  was  relatively  unimportant  as  compared 
with  the  very  valuable  properties  of  this  sort  owned  by  the  Carnegie 
Company.  Nevertheless,  it  is  incredible  that  the  Carnegie  Company 
was  worth  9  or  even  7  times  as  much  as  the  National  Steel  Company 
(again  taking  underlying  indebtedness  into  account). 

It  should  be  kept  in  mind  also  that  the  Steel  Corporation  issued 
its  securities  for  the  stocks  of  the  Federal  Steel  and  National  Steel 
companies  themselves  on  a  very  liberal  basis.  Thus,  the  Steel  Cor- 
poration issued  more  than  $110,000,000  of  its  stocks  for  the  stocks 
of  the  Federal  Steel  Company,  whereas  the  equity  represented  by 
the  latter  at  the  organization  of  the  Federal  Steel  Company  in  1898, 
as  already  shown,  did  not  exceed  $63,000,000.  Allowing  for  the 
surplus  earnings  accumulated  by  the  company  up  to  April  1,  1901 
(roughly,  $18,150,000),  and  also  allowing  for  intangible  considera- 
tions, the  price  paid  by  the  United  States  Steel  Corporation  in  its 
securities  must  be  regarded  as  high. 

In  the  same  way,  in  the  case  of  the  National  Steel  Company,  the 
value  of  its  stock  undoubtedly  was  very  much  less  than  the  par  value 
of  the  United  States  Steel  stocks  issued  therefor,  namely,  $73,702,500. 
The  foregoing  comparison  of  the  relative  amounts  of  securities  issued 
for  the  three  companies,  therefore,  by  no  means  tends  to  show  the  full 
extent  of  the  overvaluation  of  the  Carnegie  property,  but  simply 
shows  that,  judged  by  even  this  imperfect  standard,  the  amount  of 
that  overvaluation  must  have  been  very  great. 

The  conclusion  is  inevitable,  therefore,  that  the  price  paid  for  the 
Carnegie  Company  was  largely  determined  by  fear  on  the  part  of  the 
organizers  of  the  Steel  Corporation  of  the  competition  of  that  con- 
cern. Mr.  Carnegie's  name  in  the  steel  industry  had  long  been 
synonymous  with  aggressive  competition,  and  there  can  be  little  doubt 
that  the  huge  price  paid  for  the  Carnegie  concern  was,  in  considerable 
measure,  for  the  specific  purpose  of  eliminating  a  troublesome  com- 
petitor, and  Mr.  Carnegie  personally  in  particular.  This,  it  may  be 
noted,  was  the  interpretation  generally  placed  upon  the  transaction 
in  trade  and  financial  circles  at  the  time. 
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Section  16.  Summary  of  evidence  as  to  value  of  property  of  constituent 
concerns  of  the  United  States  Steel  Corporation. 

From  the  discussion  of  the  organization  of  the  principal  con- 
stituent companies  of  the  United  States  Steel  Corporation  given  in 
this  chapter,  it  is  apparent  that  most,  if  not  all,  of  these  concerns 
issued  securities  greatly  in  excess  of  the  value  of  the  tangible  proper- 
ties which  they  acquired  at  the  dates  of  their  respective  organizations. 
In  the  case  of  those  companies  having  both  preferred  and  common 
stock,  the  evidence  in  general  indicates  that  the  preferred  stock  alone 
covered  practically  all  the  tangible  property,  and  that  the  common 
stock  represented  nothing  but  earning  power  and  other  intangible 
considerations  and  mere  "  water."  Moreover,  in  some  cases,  espe- 
cially that  of  the  American  Sheet  Steel  Company,  there  is  ground 
for  the  view  that  even  the  preferred  stock  ^-sas  not  fully  protected  by 
tangible  property  values.  In  the  case  of  the  Federal  Steel  Company, 
on  the  other  hand,  the  available  evid&nce  indicates  that  the  common 
stock  was  partly  covered  by  physical  property,  although  a  large  pro- 
portion of  the  common  stock  issue  of  this  concern  appears  to  have 
been  issued  against  earning  power,  or  as  a  mere  bonus.  In  the  case 
of  the  Lake  Superior  Consolidated  Iron  Mines,  which  had  no  pre- 
ferred stock,  there  originally  appeared  to  have  been  a  heavy  over- 
issue of  common  stock  and  the  book  valuation  of  the  property  in  1901 
.seems  to  ha^e  been  high.  The  Carnegie  Company  presents  a  more 
difficult  problem,  but  here  there  is  at  least  a  fair  presumption  that 
the  physical  property  did  not  exceed  the  $160,000,000  of  bonded 
indebtedness.  The  intangible  considerations  in  the  case  of  this  con- 
cern, however,  were  unusually  important,  although,  even  including 
these,  the  evidence  presented  indicates  that  the  total  capitalization  of 
$320,000,000  involved  very  great  overvaluation. 

It  is  obviously  impossible  to  present  any  statement  of  the  property 
values  of  these  constituent  concerns  by  this  method  which  can  be 
regarded  as  exact  or  conclusive.  A  rough  summary  may,  however, 
be  made  on  the  basis  of  the  valuations  tentatively  arrived  at  in  the 
preceding  section.     This  is  done  in  Table  12. 
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Table  12.— ESTIMATED  VALUE  OF  TANGIBLE  ASSETS  OF  STEEL  CORPORATION  ON 
APRIL  1,  1901,  BY  CONSTITUENT  COMPANIES. 


Constituent  concern. 

Date  of 
organi- 
zation. 

Estimated 
■values  of 
tangible  as- 
sets (over 
underlying 
indebted- 
ness) at 
date  of 
organization. 

Surplus, 
Apr.  1,1901. 

Total  tangi- 
ble assets 
(over  under- 
lying in- 
debtedness) 
Apr.  1, 1901. 

Underlying 

bonds, 
purchase- 
money 
obligations, 
etc. 

Total 

value  of 

tangible 

property  on 

Apr.  1, 1901. 

Carnegie  Company(New  Jersey) 

Federal  Steel  Company 

American  Steel  and  Wire  Com- 

1900 
1898 

1899 
1899 
1899 
1898 
-1899 
1900 
1900 

1160,000,000 
63,000,000 

40,000,000 
40,000,000 
27,000,000 
18,325,000 
14,000,000 
17,000,000 
'31,374,000 

129,400,000 
13,000,000 

$37,563,000 
18,147,000 

13, 162, 000 
27,485,000 
6,909,000 
6,178,000 
1,661,000 
706,000 
4,030,000 

2,095,000 
3  209, COO 

$197,563,000 
81,147,000 

53,162,000 
67,485,000 
33, 909, 000 
24,503,000 
15,661,000 
17,706,000 
35,404,000 

31,495,000 
2,791,000 

$25,392,000 
27,139,000 

6,055,000 

$222,955,000 
108,286,000 

59,217,000 

67,485,000 

National  Steel  Company 

American  Tin  Plate  Company  . 
American  Steel  Hoop  Company 
American  Sheet  Steel  Company 

American  Bridge  Company 

Lake    Superior    Consolidated 
Iron  Mines 

5,989,000 
190,000 

39,898.000 
24,693,000 
15,661,000 
19,706,000 
35,561,000 

37, 037, 000 

2,000,000 
157,000 

5,642,000 

2,791,000 

Bessemer  Steamship  Company 

8,500,000 

8,500,000 

One-sixth  interest  in  Pittsburg 
Steamship     Company    and 
Oliver  Iron  Mining  Company 

2  9,250,000 

9,250,000 

9, 250, 000 

Total     . 

452,  .349, 000 

1 117,727,000 

.570,076,000 

5  80,964,000 

651,040,000 
25,003,000 

Cash  capital  provided  at  organi- 
zation of  Steel  Corporation 

Approximate  grand  total 
of   value    of   tangible 

676,043,000 

1  Estimated  value  of  property  at  time  of  its  acquisition  by  tbe  United  States  Steel  Corporation  (except 
surplus)  instead  of  at  its  organization,  but  shown  in  this  column  for  convenience  in  statement. 

2  Amount  of  preferred  stock  of  United  States  Steel  Corporation  issued  therefor;  this  probably  excessive, 
but  allowed  here  in  absence  of  other  data. 

3  Deficit. 

*  The  surplus  here  given  is  the  total  surplus  on  March  31,  1901  (after  certain  adjustments  made  by  the 
Steel  Corporation).  It  is  assumed  that  all  of  this  surplus  was  accumulated  by  the  constituent  concerns 
subsequent  to  the  dates  of  their  respective  organizations,  since  in  most,  if  not  in  all,  cases  they  commenced 
business  without  any  surplus.  The  American  Bridge  Company,  the  Lake  Superior  Consolidated  Iron 
Mines,  the  Bessemer  Steamship  Company,  the  Shelby  Steel  Tube  Company,  and  the  one-sixth  interest 
in  the  Oliver  Iron  Mining  Company  and  the  Pittsburg  Steamship  Company  were  acquired  subsequent  to 
April  1,1901. 

5  About  $60,000,000  of  this  total  was  outstanding  at  the  time  the  various  companies  were  organized. 
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From  this  table,  therefore,  it  appears  that  the  value  of  the  tangible 
property  of  these  constituent  concerns  (at  the  dates  of  their  respective 
organizations,  except  in  certain  cases,  as  noted)  was  $452,349,000, 
this  being  the  amount  over  and  above  underlying  indebtedness  of 
approximately  $60,000,000,  thus  making  a  grand  total  at  that  time  of 
$512,3^:9,000.  This  may  fairly  be  considered  as  the  total  investment 
of  these  concerns  at  these  respective  dates.  Adding  to  this  their  sur- 
plus earnings  of  $117,727,000  accumulated  during  the  period  up  to 
April  1,  1901,  and  again  including  the  underlying  indebtedness 
(which  had  increased  to  $80,904,000),  as  representing  an  equivalent 
investment,  gives  the  total  investment  of  these  concerns  in  tangible 
property  on  April  1,  1901,  of  $651,040,000.  Adding  to  this  the 
$25,003,000  new  cash  capital  provided,  gives  a  final  total  of  tangible 
assets  for  the  Steel  Corporation  on  April  1, 1901,  of  $676,043,000. 

Aside  from  additions  to  the  investment  of  these  concerns  through 
the  accumulated  surplus  earnings,  it  is  possible  that  their  properties, 
even  after  allowing  for  depreciation,  were  worth  somewhat  more  in 
1901  than  they  were  when  those  constituent  companies  were  organized. 
In  the  case  of  manufacturing  plants,  the  cost  of  construction  in  this 
interval  undoubtedly  had  increased  somewhat.  However,  it  is  known 
that  some  of  these  concerns  did  not  write  off  sufficient  amounts  for 
dejjreciation  of  their  plants.  Furthermore,  it  would  be  very  unsafe 
to  regard  such  appreciation  in  plant  valuations,  as  distinct  from  addi- 
tions through  expenditure  of  new  capital,  as  of  a  permanent  char- 
acter, since  so  far  as  it  existed  at  all  it  was  undoubtedly  a  reflection  of 
the  unusual  prosperity  which  prevailed  in  the  steel  industry  during 
a  considerable  portion  of  this  period.  Still  again,  any  such  apprecia- 
tion in  current  valuations  of  physical  properties  was  probably  due, 
in  part,  to  the  concentration  of  control  of  the  industry  into  the  hands 
of  comparatively  few  concerns,  with  the  consequent  restriction  of 
competition.  This  is  especially  true  in  the  case  of  the  natural  re- 
sources. The  values  of  these  natural  resources  are  extensively  dis- 
cussed in  the  next  chapter  and  need  not  be  taken  up  here. 

Taken  by  themselves,  it  will  be  seen  that  these  figures  indicate 
an  aggregate  investment  in  the  various  constituent  concerns,  plus 
$25,000,000  new  working  capital,  of,  roughly,  $676,000,000,  or  less  than 
one-half  the  total  securities  of  the  Steel  Corporation  issued  to  acquire 
them  (including  underlying  bonds  in  each  case).  It  should  be  re- 
membered that  this  total  of  $676,000,000  is  not  presented  as  the 
market  value  of  these  properties  in  1901,  but  as  the  value  at  the  dates 
of  organization  of  the  various  constituent  concerns  plus  the  subse- 
quent investment  in  them  up  to  April  1,  1901.  Furthermore  the 
estimate  is,  as  already  stated,  a  tentative  one.  Befoi-e  arriving  at 
final  conclusions  as  to  the  relation  between  assets  and  capitalization 
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of  the  Steel  Corporation,  the  valuation  of  its  property  will  be  taken 
up  by  other  methods. 

In  short,  the  facts  presented  in  this  table  are  not  a  final  conclusion ; 
they  are  but  evidence,  to  be  considered  with  further  evidence  pre- 
sented later,  a  view  from  but  one  side,  which  must  be  combined  with 
views  from  other  sides  before  any  final  conclusion  can  be  drawn. 

Section  17.  Compaxison  of  capitalization  of  Steel  Corporation  with  market 
value  of  seciirities  acquired. 

The  indicated  investment  in  the  constituent  concerns  of  the  Steel 
Corporation,  arrived  at  by  historical  analysis  of  the  organization  of 
these  concerns  and  of  their  earnings,  in  the  preceding  sections  of  this 
chapter,  may  now  be  compared  with  the  market  value  of  the  securities 
of  these  various  companies.  In  this  connection  it  should  be  noted 
that  such  stock-market  values  (leaving  out  of  consideration  tempo- 
rary factors)  obviously  include  an  allowance  for  earning  power  present 
and  prospective,  and  other  intangible  considerations,  and  thus  repre- 
sent the  value  of  the  various  companies  as  going  concerns,  whereas  the 
valuations  given  in  Table  12  virtually  were  for  the  tangible  assets 
only. 

The  securities  of  several  of  the  constituent  concerns  were  dealt  in 
on  the  New  York  Stock  Exchange  in  fairly  large  volume,  so  that  these 
market  prices  must  be  regarded  as  a  fair  reflection  of  the  current 
public  estimate  of  the  value  of  these  properties  as  going  concerns.  In 
the  case  of  two  companies,  however — ^the  Carnegie  Company  and  the 
Lake  Superior  Consolidated  Iron  Mines — the  securities  were  not  listed 
on  any  exchange  and  were  not  dealt  in  in  sufficient  volume  to  make 
market  prices  a  reliable  indication  of  the  public  estimate  of  the  value 
of  these  concerns.  It  is  possible,  however,  to  arrive  at  results  suffi- 
ciently accurate  for  the  comparisons  here  made;  in  any  event,  the 
figures  used  are  sufficiently  liberal.  Table  13  has  therefore  been  com- 
piled, showing  the  average  market  valuation  in  1899  and  1900  of  the 
securities  of  the  various  companies  acquired  by  the  Steel  Corporation 
in  1901,  based  upon  weekly  quotations,  where  such  quotations  are 
available. 
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TABLE  13.-APPR0XIMATB  MARKET  VALUATION  OF  SECUKITIES  ACQUIRED  BY 
UNITED  STATES  STEEL  CORPORATION  IN  1901,  AS  INDICATED  B\  AVERAGIl  MAKKJil 
PRICES,  1899-1900. 


Constituent  concern. 

Amount  of 
stock  ac- 
quired by 

United 
States  Steel 
Corporation. 

Average 
market 
price  of 
stock  in 
1899-1900. 

Value  at 
average  price. 

Stocks  regularly  quoted: 

Federal  Steel  Company— 

Par  value. 
$53,260,200 
46,483,700 

39,999,000 
49,981,400 

40,000,000 
40,000,000 

26,996,000 
31,970,000 

18,325,000 
28,000,000 

14,000,000 
19,000,000 

31,357,600 
30,946,400 

4, 776, 100 
8,018,200 

24,499,600 
24,499,600 
29,413,905 

159,450,000 

160,000,000 

200,000 

221,700 

Per  cent  of 
par  value. 

76.38 

50.04 

89.41 
48.36 

94.20 
48.72 

91.16 
41.67 

84.77 
34.77 

77.34 
32.11 

93.10 
43.88 

56.48 
10.90 

265.88 

2  19.00 

•'3  75.00 

105.00 
<  100.00 

140,680,141 

23,260,443 

American  Steel  and  Wire  Company- 

35,763,106 

24.121,024 

National  Tube  Company- 

37,680,000 

19,488,000 

National  Steel  Company — 

24,609,564 

13,321.899 

American  Tin  Plate  Company — 

15,534,103 

9,735,600 

American  Steel  Hoop  Company — 

10,827,600 

6,100,900 

American  Bridge  Company  >— 

29,193,926 

13,579,280 

2,697,541 

873,984 

Stocks  not  actively  quoted: 

American  Sheet  Steel  Company  '— 

16,140,336 

4,654,924 

22,060,429 

Carnegie  Company- 

167,422,500 

Stock                                                      

160,000,000 

Total                                                             

8  881,398,405 

686,995,290 

21,872,023 

59,091,657 

'25,003.000 

792,961,970 

1  No  quotation  in  1899. 

2  Mean  of  highest  and  lowest  prices  in  Pittsburg  market  in  1900,  weekly  quotations  not  being  available. 
8  Asked  price  in  1900.    Does  not  include  lower  prices  recorded  in  1900. 

<  Only  13  shares  known  to  have  been  sold  in  open  market. 

s  Not  based  on  stock  quotations  but  amount  of  United  States  Steel  Corporation  preferred  stock  issued 
therefor  at  par. 
c  Docs  not  include  $535,407  unacquired  stock  in  constituent  and  subsidiary  concerns. 
'  Including  §3,000  paid  in  by  original  incorporators. 
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For  the  first  eight  companies  in  Table  13,  a  satisfactory  record 
of  quotations  was  in  most  cases  readily  available.  It  may  be  noted 
that  several  of  these  companies  were  not  organized  until  late  in 
1899  or  early  in  1900.  In  such  cases  quotations  were  used  from  the 
earliest  date  on  which  they  were  available  to  the  close  of  1900. 

In  the  case  of  the  Lake  Superior  Consolidated  Iron  Mines,  the 
price  used,  $75  per  share,  is  the  highest  reported  in  1809  and  1900. 
In  the  early  part  of  1899  the  stock  was  quoted  certainly  as  low  as  $40 
a  share  and  the  highest  in  that  year  appears  to  have  been  about  $60. 
The  highest  in  1900  appears  to  have  been,  as  just  stated,  $75  per  share. 
The  maximum  quotation  has  been  used  rather  than  an  average,  since, 
on  account  of  the  inactivity  of  the  stock  and  of  the  fact  that  it  had 
never  paid  a  dividend,  the  lower  quotations  mentioned  may  not  be 
representative  of  a  fair  valuation. 

The  stocks  of  the  American  Sheet  Steel  Company  were  inactive. 
The  prices  here  given  appear  to  be  the  best  available  indication  of 
their  market  value. 

The  bonds  of  the  Carnegie  Company  were  quoted  in  1900  at  about 
]05,  and  occasional  sales  were  reported  at  this  figure.^  In  the  case 
of  the  stock,  there  appear  to  have  been  no  recorded  transactions  in 
1900.  In  the  early  part  of  February,  1901,  a  very  few  shares  of  this 
stock  sold  in  the  Pittsburg  market  at  $1,000  per  share,  the  par  value.^ 
Since  at  this  time  it  was  known  that  negotiations  for  the  purchase  of 
the  Carnegie  concern  had  been  undertaken  by  the  banliing  interests 
who  later  organized  the  United  States  Steel  Corporation,  this  price 
must  be  considered  as  probably  an  overstatement  of  the  real  market 
value  of  the  stock.^ 

While  such  infrequent  transactions  as  were  recorded  for  the  stocks 
of  the  Lake  Superior  Consolidated  Iron  Mines,  the  American  Sheet 
Steel  Company,  and  the  Carnegie  Company  obviously  are  unsatis- 

1  The  total  reported  sales  of  Carnegie  Company  bonds  in  the  Pittsburg  market  in  1900,  were  as  follows: 


Date. 

Amount 
sold. 

Series. 

Price 
(per  cent 
of  par). 

Date. 

Amount 
sold. 

Series. 

Price 
(per  cent 
of  par). 

November  12 

SI, 000 
2,000 

61,000 
5,000 
6,000 
7,000 

D 
D 
D 
D 
D 
D 

105 
106 
105 
105 
105 
*105 

November  21 

«156,000 

11,000 

1,000 

10,000 

D 
D 
D 
D 

*105 

*106 

*105 

105 

November  14 

November  22 

November  15 

Total 

November  20 

260,000 

*  And  accrued  interest. 

2  As  noted  in  the  text,  there  were  no  recorded  sales  of  the  stock  of  the  company  in  1900.  The  recorded 
sales  of  the  stock  in  1901  amoimted  to  13  shares,  and  each  share  brought  Si,000.  The  sales  were  effected 
on  the  following  dates:  February  S,  3  shares;  February  7,  7  shares;  February  8,  3  shares. 

s  .\fter  the  terms  of  purchase  of  the  Carnegie  Company  were  known ,  some  sales  of  the  stock  were  appar- 
ently made  to  the  syndicate  on  a  cash  basis  at  81,500;  obviously,  however,  such  prices  must  be  ruled  out 
of  consideration  here. 
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factory,  nevertheless  they  have  been  used  in  the  table  as  being  the 
best  available  indication  of  the  value  placed  upon  these  stocks  in 
actual  transfers. 

The  valuation  of  the  securities  included  in  the  table  has  been 
obtained  by  multiplying  the  average  per  cent  of  the  par  values  of 
each  security  by  the  amount  of  that  security  acquired  in  April,  1901, 
this  including  practically  the  entire  amount  outstanding;  there  were 
few  changes  of  any  consequence  in  the  outstanding  amounts  of  stock 
of  these  companies  from  the  dates  of  their  organization  up  to  the 
time  of  their  absorption  by  the  Steel  Corporation.  Any  such  in- 
creases were  so  small  that  it  can  not  be  assumed  that  the  market 
prices  of  the  securities  would  have  been  different  had  they  been  made 
at  an  earlier  date.  It  is  entirely  proper,  therefore,  to  use  these 
amounts  of  stock  in  connection  with  the  market  prices  of  1899  and 
1900. 

No  quotations  were  obtainable  for  the  stocks  of  the  Oliver  Iron 
Mining  Company  or  the  Pittsburg  Steamship  Company.  The  one- 
sixth  interest  in  these  two  concerns  has  arbitrarily  been  placed  at 
the  par  value  of  the  preferred  stock  of  the  United  States  Steel  Cor- 
poration issued  therefor,  as  was  done  in  Table  12,  on  uage  167. 

In  addition  to  the  cash  and  securities  above  enumerated,  the  United 
States  Steel  Corporation  purchased  the  vessels  of  the  Bessemer 
Steamship  Company.  This  acquisition  is  included  in  the  item  of 
$21,872,023  of  mortgages  and  purchase-money  obligations. 

Therefore,  this  computation  of  market  values,  which,  in  the  case  of 
a  few  companies,  is  admittedly  unsatisfactory — due  to  the  lack  of 
sufficiently  frequent  quotations — suggests  a  market  valuation  for  the 
various  securities  acquired  by  the  United  States  Steel  Corporation 
of,  roughly,  $687,000,000.  In  order  to  permit  of  comparison  with  the 
total  capitalization  and  with  the  estimate  of  the  value  of  the  physical 
properties  arrived  at  by  historical  analysis,  as  gi^en  on  page  167, 
there  should  be  added  $25,003,000  to  cover  the  cash  capital  provided 
for  the  Corporation,  $21,872,023  for  mortgages  and  purchase-money 
obligations,  and  $59,091,657  to  cover  underlying  bonds  and  scrip  at 
par  (market  quotations  not  being  available).  The  addition  of  these 
amounts  gives  a  total  indicated  market  valuation  of  $793,000,000.^ 


1  These  average  weekly  market  prices  do  not  include  prices  for  the  flrst  three  months  o£ 
1901,  or  just  preceding  the  organization  of  the  Steel  Corporation.  This  period  has  been 
excluded  for  the  reason  that  during  a  considerable  part  of  these  three  months  quotations 
of  these  steel  stocks  were  directly  influenced  by  the  pending  organization  of  the  Steel  Cor- 
poration. It  is  true  that  in  January,  1901,  there  was  a  rather  severe  break  in  the  prices 
of  some  of  these  steel  securities,  but  this  was  succeeded  by  an  almost  sensational  ad- 
vance, due  to  the  prospect  that  these  companies  would  be  merged  on  terms  verv  favor- 
able to  the  old  stockholders.  Since  the  year  1899,  as  already  shown,  was  one  of  phe- 
nomenal prosperity  in  the  iron  and  steel  trade,  and  the  year  1900,  despite  a  severe  set- 
back, one  of  distinct  prosperity,  it  is  altogether  fair,  in  arriving  at  an  average  market 
valuation,  to  exclude  from  consideration  the  abnormal  quotations  reached  in  the  early 
part  of  1901,  as  a  result  of  the  prospect  of  a  merger  of  these  great  consolidations  into  a 
single  corporation.  In  other  words,  the  high  prices  recorded  for  some  of  these  securities 
just  prior  to  the  organization  of  the  United  States  Steel  Corporation  can  not  be  ^regarded 
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This  market  valuation  of  $793,000,000  exceeds  the  estimate  arrived 
at  in  the  preceding  section  of  $676,000,000  by  $117,000,000.  This 
difference  is  more  than  accounted  for  by  the  fact  that  whereas  in 
Table  12  only  the  physical  property  of  the  Carnegie  Company  was 
considered,  this  being  placed  at  $197,563,000  (including  the  surplus 
of  $37,563,000) ,  in  Table  13  an  estimate  of  the  value  of  the  intangible 
considerations  is  included,  making  the  total  for  the  Carnegie  Com- 
pany, roughly,  $327,400,000. 

The  stock-market  valuation  represents  the  values  of  these  proper- 
ties as  going  concerns,  including  prospective  values,  and  thus  allows 
for  intangible  considerations  and  not  merely  for  the  tangible  prop- 
erty. Therefore,  it  is  altogether  natural  that  such  stock-market 
valuations  should  exceed  the  value  of  the  physical  property  alone, 
and  especially  as  the  period  covered  was  on  the  whole  one  of  pros- 
perity in  the  industry.  Indeed,  a  much  larger  excess  of  market 
valuation  over  the  tangible-property  valuation  than  is  here  shown 
would  be  entirely  normal,  assuming  the  value  of  tangible  property 
to  be  correct.  In  fact,  it  will  be  observed  that  if  the  additional  value 
here  given  the  Carnegie  Company  were  eliminated  ($129,856,900), 
the  resultant  total  valuation  by  this  method  would  be  less  than 
the  valuation  of  $676,000,000  arrived  at  in  the  preceding  section 
for  tangible  assets  only.  If  all  of  the  market  quotations  were  en- 
tirely satisfactory,  this  result  might  warrant  scaling  down  the  pre- 
vious estimate  of  the  tangible  properties.  Since,  however,  these 
market  quotations  are  in  some  cases  admittedly  unsatisfactory  and 
since,  moreover,  the  Bureau  desires  to  present  the  results  obtained 
by  each  different  method  (see  p.  116)  on  their  own  respective  merits, 
no  such  reduction  in  the  previous  estimates  for  the  tangible  property 
need  be  considered  at  this  time.  As  already  noted,  the  estimates  of 
the  Bureau  obtained  by  the  various  methods  employed  are  brought 
together  and  summarized  in  Chapter  IV. 

Section  18.  Comparison  of  prices  paid  by  United  States  Steel  Corporation 
for  securities  of  constituent  concerns  with  average  market  prices  of 
the  latter. 

The  great  excess  of  securities  issued  by  the  United  States  Steel 
Corporation  over  the  aggregate  of  securities  which  it  acquired  has 
already  been  clearly  brought  out,  both  by  the  total  figures  and  by 
the  terms  of  exchange  given  in  Table  4,  on  page  113.  A  comparison 
of  these  rates  of  exchange  with  the  average  market  values  of  the 

as  a  fair  indication  of  the  value  of  these  companies,  but  rather  as  an  expression  of  the 
value  of  monopolistic  power,  or,  at  least,  of  concentrated  power,  which  was  anticipated 
from  the  still  greater  merger. 

However,  had  the  average  market  prices  for  the  three  months  from  January  1,  1901,  to 
April  1,  1901,  been  included  with  the  average  prices  for  the  two  preceding  years,  the 
aggregate  market  valuation  of  the  securities  (including  cash  and  underlying  bonds  at  par) 
would  have  been  only  about  .$799,000,000,  or  not  materially  different  from  the  total  ob- 
tained by  using  the  average  prices  of  1899  and  1900. 
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constituent  stocks  in  1899  and  1900,  as  shown  in  Table  13,  is  given 
in  the  following  table: 

Table  14 -COMPARISON  OF  RATES  OF  EXCHANGE  OF  UNITED  STATES  STEEL  STOCKS 
FOR  STOCKS  OF  COX.STITUENT  CONCERNS,  WITH  AVERAGE  MARKET  VALUES  OF 
LATTER  IN  1899  AND  1900. 


Constituent  concern. 

Average 
market 
price  of 
stock  in 
1899-1900. 

Received  in  United  States  Steel 
securities  per  SIOO  of  old  par 
value. 

Preferred 
stock. 

Common 
stock. 

Bonds, 

Carnegie  Company 

105. 00 
1100.00 
1  100. 00 

76.38 
50.04 

89.41 
48.26 

94.20 
48.72 

91.16 
41.67 

.  84.77 
34.77 

77.34 
32.11 

93.10 
43.88 

56.48 
10.90 

<65.88 
<  19.00 
6  75.00 

100  00 

150  00 

stock  40  per  cent                        

2  153.50 

110.00 
4.00 

117.50 

2  141. 00 

Federal  Steel  Company: 

107. 50 

American  Steel  and  Wire  Company: 

102.50 

National  Tube  Company: 

125.00 
8.80 

125.00 

Common 

125.00 

National  Steel  Company: 

Common      

125.00 

American  Tin  Plate  Company: 

125.00 
20. 00 

100.00 

Common 

125.00 

American  Steel  Hoop  Company: 

100.00 

American  Bridge  Company  :  3 

Preferred 

110.00 

Cnnimnn 

106.00 

Shelby  Steel  Tube  Company  : ' 

Preferred 

37.50 

25.00 

Preferred 

100.00 

100.00 
135.00 

Lake  Superior  Consolidated  Iron  Mines:  Common 

135.00 

1  Only  13  shares  known  to  have  been  sold  in  open  market.    (See  note  2  on  page  171.) 

2  In  the  case  of  the  Carnegie  Company  the  rates  of  exchange  were  not  officially  stated,  and  apparently 
they  were  not  the  same  for  all  holders.  The  actual  amounts  of  United  States  Steel  securities  used  by  the 
underwriting  syndicate  (not  directly  by  the  Corporation)  to  acquire  the  securities  of  the  Carnegie  Company 
were,  however,  stated  in  the  preliminary  report  of  the  Corporation,  as  follows: 

The  syndicate  acquired  CO  per  cent  ($96,000,000)  of  the  stock  of  the  Carnegie  Company  and  $159,- 

450,000  face  value,  of  the  5  per  cent  bonds  of  the  Carnegie  Company  by  delivering  to  the  holders 

thereof  said  8303,460,000  of  bonds  of  this  Corporation  and  SI  ,200,000  in  cash ;  and  the  syndicate  acquired 

the  remaining  40  per  cent  ($04,000,000)  of  the  stock  of  the  Carnegie  Company  by  delivering  to  the 

holders  thereof  982,771  shares  of  preferred  stock  and  902,790  shares  of  common  stock  of  this  Corporation. 

The  deduction  from  the  total  of  bonds  issued,  namely,  $303,450,000,  of  $159,460,000,  to  represent  Carnegie 

bonds  (exchanged  at  par)  leaves  a  balance  of  .5144,000,000,  which  was  issued  for  $90,000,000  of  Carnegie  stock, 

thus  indicating  a  rate  of  $1.50  in  bonds  for  each  8100  in  stock.    Presumably  these  e.TCeptionally  fevorable 

terms  were  secured  chiefly  by  Mr.  Carnegie,  who  held  just  about  60  per  cent  of  the  Carnegie  Company's  stock 

It  is  not  certain  whether  the  $1,200,000  cash  was  used  to  buy  preferred  stock  or  bonds     Including  the 

cash,  the  ratio  would  be  slightly  higher.  "  ^ 

For  the  remaming  40  per  cent  of  the  stock  of  the  Carnegie  Company  the  amounts  given  in  the  above 
excerpt  from  the  annual  report  averaged  $1.53.60  in  new  preferred  and  $141  in  new  common  for  every  $100 
of  this  Carnegie  stock.     The  syndicate  apparently  oflered  in  most  cases  160  in  ''Tnitcd  States  Steel  nreferred 
and  160  in  United  States  Steel  common  stock;  but  varied  the  terms  in  other  instances 
s  No  quotations  in  1899. 

«  Mean  of  highest  and  lowest  prices  in  Pittsburg  market  in  1900,  weekly  quotations  not  baino  avaii-ihis 
1^ Asked  price  m  1900.    Does  not  include  lower  prices  recorded  m  1900.  "=^„  avauauio. 
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It  will  be  seen  from  this  table  that  in  every  case,  except  the  Shelby 
Steel  Tube  Company,  the  amounts  of  stock  issued  by  the  Steel  Cor- 
poration were  in  excess  of  the  average  market  values  of  the  corre- 
sponding stocks  acquired,  and  usually  very  greatly  in  excess.  The 
overissue  of  securities  in  the  case  of  the  Carnegie  Company  has  been 
sutficiently  discussed  and  need  not  be  referred  to  in  detail  here.  For 
each  share  of  the  preferred  stock  of  the  Federal  Steel  Company,  the 
.  average  market  value  of  which  in  1899  and  1900  was  $TG.40  per  share, 
the  Steel  Corporation  issued  $110  in  its  preferred  stock.  Correspond- 
ing figures  in  the  case  of  the  American  Steel  and  "Wire  Company  pre- 
ferred were,  roughly.  $89.-10  and  $117.50.  The  highest  rates  of  ex- 
change with  respect  to  preferred  stocks,  it  will  be  seen,  were  accorded 
the  American  Tin  Plate  Company,  the  National  Tube  Company,  and 
the  National  Steel  Company.^  It  is  worth  pointing  out  that  no  pre- 
ferred stock  of  a  constituent  concern,  with  the  single  exception  of  the 
Shelby  Steel  Tube  (which  was  acquired  at  a  subsequent  date),  re- 
ceived less  than  its  par  value  in  United  States  Steel  preferred. 

The  overissue  of  common  stock  of  the  Steel  Corporation  was  even 
more  marked.  With  the  single  exception  of  the  Shelby  Steel  Tube 
none  of  the  common  stocks  of  the  constituent  companies  received  less 
than  its  par  value  in  common  stock  of  the  Steel  Corporation,  while 
several  of  them  received  well  over  the  par  value  in  new  common  and 
in  several  cases  an  additional  issue  of  preferred  stock  of  the  Steel 
Corporation  as  well.  A  conspicuous  instance  of  this  was  in  the  case 
of  the  American  Tin  Plate  Company,  the  common  stock  of  which 
received  $125  in  new  common  for  each  $100  common  of  the  old,  and 
in  addition  $20  in  new  preferred. 

The  exceptionally  favorable  terms  accorded  the  Lake  Superior 
Consolidated  Iron  Mines,  namely,  $135  in  new  preferred  and  $135  in 
new  common  stock  for  each  $100  of  old  stock,  are  worthy  of  special 
notice.  The  Lake  Superior  Consolidated  Iron  Mines,  as  already 
pointed  out,  was  owned  by  Standard  Oil  interests  and  was  acquired 
after  most  of  the  larger  steel  companies  included  in  the  list.  Owing 
to  the  fact  that  this  company  not  only  had  very  extensive  ore  reserves 
but  also  an  important  ore  railroad,  and  more  especially  to  its  excep- 
tionally strong  financial  backing,  it  was  practically  in  a  position  to 
dictate  its  own  terms,  and  apparently  did  so. 

In  view  of  this  great  increase  of  capitalization  by  the  Steel  Cor- 
poration, it  is  worth  repeating  that  this  followed  very  heavy  inflation 
of  securities  in  the  organization  of  nearly  all  of  the  constituent  con- 
cerns, while  in  some  cases  the  latter  in  turn  had  issued  their  securities 
at  very  much  in  excess  of  those  which  they  in  turn  had  acquired.    As 

1  In  this  connection  it  should  be  stated  that  the  organizers  of  the  Steel  Corporation 
allotted  a  solid  block  of  stock  for  the  "  lloore  "  companies  and  that  the  suballotment  of 
that  stock  by  companies  and  by  different  classes  of  stock  was  made  by  the  dominating 
interests  in  this  group  and  not  by  the  organizers  of  the  Corporation.  (See  Exhibit  4, 
p.  396.) 
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a  conspicuous  illustration,  the  inflation  of  capitalization  by  the  wire 
combinations  may  be  noted.  Thus,  each  $100  stock  of  the  Consol- 
idated Steel  and  Wire  Company,  organized  in  1892,  received  in  1898 
$175  in  preferred  stock  and  $175  in  common  stock  of  the  American 
Steel  and  Wire  Company  of  Illinois,  or  $350  of  new  securities  for 
every  $100  of  old.  A  few  months  later  each  $100  of  the  preferred 
stock  of  the  American  Steel  and  Wire  Company  of  Illinois  received 
$100  in  preferred  stock  and  $60  in  common  stock  of  the  American 
Steel  and  Wire  Company  of  New  Jersey,  while  each  $100  of 
the  Illinois  concern's  common  stock  received  $120  in  common 
stock  of  the  New  Jersey  concern.  Thus,  each  $100  stock  of  the 
old  Consolidated  company  became  $490  in  the  stock  of  the  New 
Jersey  concein.  In  the  final  merger  of  the  latter  company  into  the 
Steel  Corporation  each  $100  par  value'  of  the  preferred  stock  received 
$117.50  in  preferred  stock  of  the  Steel  Corporation,  while  each  $100 
(par  value)  of  the  common  stock  received  $102.50  in  United  States 
Steel  common  stock.  In  other  words,  every  $100  par  of  the  stock  of 
the  Consolidated  Steel  and  Wire  Company  was  finally  transmuted 
into  $528.50  par  of  Steel  Corporation  securities.  This  is  perhaps 
the  most  striking  instance  of  repeated  increase  of  securities  afforded 
in  the  history  of  the  Steel  Corporation,  but  the  increase  in  many 
other  cases  was  also  very  great. 

Of  course,  the  value  of  these  properties  may  have  increased 
greatly  in  this  interval,  so  that  it  should  not  be  imderstood  that  the 
entire   amount   of  the  increase   represented  nothing  but  "  water." 

The  evidence  in  this  chapter  shows  that  whatever  the  actual  value 
of  the  securities  acquired  by  the  Steel  Corporation  may  have  been  it 
was  very  much  less  than  the  par  value  of  the  United  States  Steel 
securities  issued  therefor.  The  extent  of  such  overvaluation  is  dis- 
cussed in  Chapter  IV,  where  the  estimates  of  the  value  of  the  prop- 
erty given  in  this  chapter  are  summarized  in  connection  with  those 
obtained  by  another  method. 

Section  19.  Large  amounts  of  securities  issued  by  constituent  concerns 
for  promotion  services. 

A  very  striking  illustration  of  the  inflation  of  securities  by  these 
various  consolidations,  and  one  which  may  fairly  be  considered  in 
judging  the  general  relationship  of  their  capitalization  to  investment, 
is  afforded  by  the  large  payments  made  for  promotion  and  under- 
writing services.  Such  payments^  which  are  over  and  above  the 
usual  bonus  in  common  stock  given  with  preferred  for  an  equivalent 
amount  of  cash  or  property,  aggregate  for  seven  of  the  concerns  above 
described,  no  less  than  $63,300,000  stock,  this  including  in  one  instance 
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about  $850,000  of  preferred.  These  figures,  moreover,  do  not  include 
any  allowance  for  the  American  Sheet  Steel  Company,  which  almost 
certainly  made  payments  of  the  same  sort,  or  for  the  Shelby  Steel 
Tube  Company.  The  facts  regarding  such  payments  or  commissions, 
which  have  already  been  briefly  referred  to  in  the  preceding  discus- 
sion, may  here  be  summarized. 

Federal  Steel  Company. — As  shown  on  page  118,  the  underwrit- 
ing syndicate  of  the  Federal  Steel  Company  was  to  provide  $11,075,000 
cash  (this  including  $200,000  for  organization  expenses).  The  syn- 
dicate, however,  secured  most  of  this  cash  from  the  stockholders  of 
the  constituent  concerns  of  the  Federal  Steel  Company  in  the  manner 
already  described,  so  that  the  actual  amount  of  cash  raised  by  the 
sj^ndicate,  as  such  (as  distinct  from  any  amounts  which  syndicate 
members  may  have  subscribed  as  stockholders  in  the  acquired  con- 
cerns), was  apparently  but  $4,823,373.  In  return  for  this  cash  pay- 
ment and  its  services  the  syndicate  received  a  residue  of  Federal  Steel 
stocks  amounting,  at  par,  to  about  $5,680,565  preferred  and  $8,422,992 
common.  Assuming  that  for  the  cash  provided  the  syndicate  received 
100  per  cent  in  preferred  and  a  bonus  of  100  per  cent  in  common, 
there  would  be  left,  roughly,  $850,000  of  Federal  Steel  preferred  and 
$3,600,000  Federal  Steel  common  stock,  which  may  be  regarded  as  the 
compensation  of  the  syndicate  for  its  services  and  profit  as  distinct 
from  any  payment  for  the  new  cash  capital  provided,  as  follows : 


Preferred 


Common 
stock. 


Stock  received  by  syndicate 

Amount  allowed  to  cover  cash  raised  by  syndicate. 

Balance  to  cover  "services"  of  syndicate 


$5,680,565 
4, 823, 373 


l$8,422,992 
4,823,373 


3,599,619 


1  Includes  93,000  incorporators'  stock. 

While,  however,  the  syndicate  commission  in  the  case  of  this  com- 
pany apparently  included  a  small  amount  of  preferred  stock,  it  will 
be  recalled  that  the  common  stock  of  the  company  had  some  tangible 
property  back  of  it  at  the  start. 

American  Steel  and  Wire  Company  of  New  Jersey. — As  shown 
on  page  132,  at  the  organization  of  this  company  a  syndicate  raised 
$28,000,000  of  cash,  for  which  it  received  $28,000,000  of  preferred 
stock  and  $28,400,000  of  common  stock,  or  the  entire  issues  of  each 
class  over  and  above  the  amounts  paid  for  the  old  American  Steel 
and  Wire  Company  of  Illinois.  Subscribers  to  the  syndicate  re- 
ceived with  each  $100  preferred  stock  paid  for  at  par  a  bonus  of 
$60  in  common  stock,  or  in  the  aggregate  $16,800,000.    This  left  a 
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balance  of  $11,600,000  of  common  stock  unaccounted  for,  as  shown 

below  : 


Total  amount  issued  to  the  syndicate 

Paid  syndicate  subscribers  tor  328,000,000  ot  cash . 


Preferred 
stock. 


328,000,000 
28,000,000 


Common 

stock. 


S28,400,000 
16,800,000 


11,600,000 


This  residue  of  $11,600,000 — which,  it  will  be  seen,  is  entirely  dis- 
tinct from  the  common-stock  bonus  jD^id  in  connection  with  cash 
subscriptions  to  preferred  stock — went  to  those  who  managed  the 
organization  of  the  company  as  their  compensation  or  commission. 

Ajiericax  Tin  Plate  Company. — Testimony  before  the  Indus- 
trial Commission  (see  p.  135)  showed  that  $10,000,000  of  the  com- 
mon stock  of  this  company  went  to  the  organizers  as  their  compen- 
sation, this  being  over  and  above  the  $18,000,000  of  common  stock 
issued  as  a  bonus  with  the  preferred  stock  for  property  and  cash.  It 
is  possible  that  not  all  of  this  $10,000,000  commission  was  retained 
by  the  promoters,  since  they  had  to  meet  certain  expenses  of  organi- 
zation— usually  small — and,  moreover,  it  is  possible  that  in  some 
cases  the  promoters  offered  certain  of  the  concerns  entering  the  con- 
solidation a  special  bonus  in  common  stock  in  order  to  secure  such 
concerns.  Such  special  allowances  may  have  reduced  the  net  amount 
of  the  commission. 

National  Steel  Company. — It  appears  from  the  testimony  before 
the  Industrial  Commission  (see  p.  137)  that  $5,000,000  of  the  com- 
mon stock  was  issued  for  the  "expenses  of  organization";  in  other 
words,  that  it  went  to  the  promoters  for  their  services  and  expenses. 

American  Steel  Hoop  Company. — In  the  case  of  this  concern  also 
it  appears  that  at  least  $5,000,000  of  common  stock  was  retained  by 
the  organizers  as  their  commission.     (See  p.  139.) 

American  Sheet  Steel  Company. — As  already  stated  the  exact 
facts  concerning  the  promotion  of  this  company  are  not  obtainable. 
However,  the  evidence  (see  p.  140)  indicates  that  the  properties  and 
cash  acquired  by  this  company  probably  did  not  exceed  $16,000,000 
(although  the  Bureau  has  allowed  $17,000,000),  for  which  apparently 
$16,000,000  preferred  and  $16,000,000  common  stock  were  issued,  so 
that  possibly  there  is  ground  for  the  assumption  that  the  remaining 
issued  amounts  of  each  class  of  stock  may  have  been  retained  by 
the  promoters  as  their  compensation.  This  can  not,  however,  be 
stated  as  a  definite  fact.  Therefore,  nothing  has  been  included  for 
that  company  in  this  computation. 
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National  Tube  Cojipaxy. — In  the  promotion  of  this  company  it 
appears  that  $20,000,000  of  the  $40,000,000  common  stock  issued  was 
given  as  a  bonus  with  the  $40,000,000  of  preferred  stock  in  payment 
for  properties  or  for  cash.  The  remaining  $20,000,000  of  common 
stock  apparently  went  to  the  organizers  as  a  commission,  although 
a  part  of  this  may  have  been  distributed  by  them  to  banking  interests 
as  commissions  for  assisting  in  raising  cash  capital. 

American  Bridge  Company. — In  the  case  of  this  concern  the  exact 
amount  of  stock  issued  as  a  commission  is  somewhat  uncertain,  owing 
to  somewhat  unusual  methods  of  financing.  It  seems,  however,  that 
at  least  $7,250,000  of  the  common  stock  represented  such  a  commis- 
sion, and  possibly  a  larger  sum. 

Shelby  Steel  Tube  Company. — In  the  case  of  the  Shelby  Steel 
Tube  Company,  as  shown  in  note  1,  page  144,  $1,305,900  of  the  com- 
mon stock  was  allotted  for  organization  expenses.  Just  how  much 
of  it  represented  a  commission  is  not  known,  and  as  the  total  amount 
is  small  in  comparison  with  the  other  payments  here  discussed  it  has 
been  omitted. 

Carnegie  Cojipany. — In  the  organization  of  the  Cainegie  Com- 
pany no  promoters  or  bankers  were  employed  and  apparently  no 
stock  was  issued  for  commissions. 

Lake  Siperior  Consolidated  Iron  Mines. — The  Bureau  secured 
no  information  as  to  whether  any  of  the  stock  of  this  concern  was 
issued  to  the  promoters,  and  it  has  been  assumed  that  despite  the 
heavy  overcapitalization  of  the  company  at  the  time  of  its  organiza- 
tion no  stock  was  issued  for  this  particular  purpose.  The  company, 
it  will  be  recalled,  was  organized  in  1893. 

The  total  of  these  various  commissions,  not  including  anything  for 
either  the  American  Sheet  Steel  Company  or  the  Shelby  Steel  Tube 
Company,  was  $63,306,811,  as  follows: 


Table  15.— AMOUNTS  OF  STOCK  ISSUED  BY  CONSTITUENT  CONCERNS  OF  STEEL 
CORPORATION  FOR  COMMISSIONS  TO  PROMOTERS  (EXCLUSIVB  OF  BONUS  STOCK 
ISSUED  FOR  PROPERTIES  OR  FOE  CASH). 


Company. 

Common 
stock 

"commis- 
sion." 

Company. 

Common 

stock 
"commis- 
sion." 

Federal  Steel 

1  $4, 456, 811 
11,600,000 
10,000,000 
5,000,000 
5,000,000 

National  Tube 

120,000,000 
7,250,000 

Total 

American  Tin  Plate 

2  63,306,811 

National  steel 

1  Includes  1857,192  of  preferred  stock. 

2  No  amounts  are  here  entered  for  the  American  Sheet  Steel  Company,  for  reasons  given  in  the  text 
nor  is  anything  entered  in  the  case  of  the  Shelby  Steel  Tube  Company. 
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It  should  once  more  be  stated  that  this  total  does  not  include  the 
large  amounts  of  common  stock  of  these  constituent  companies  issued 
as  a  mere  bonus  with  preferred  stock  for  property  or  cash.  Out  of 
the  commissions  above  described  the  promoters  sometimes  had  to 
meet  certain  expenses,  but  in  general  such  expenses  were  small,  and 
these  commissions,  or  the  proceeds  realized  therefrom,  represented 
the  compensation  of  the  promoters  and  organizers. 


CHAPTER  III. 

VAITJATION  OF  TANGIBLE  PROPERTY  OF  THE  STEEI  CORPORA- 
TION IN  1901  BY  DEPARTMENTS  OF  ITS  BUSINESS. 

Section  1.  Introductory. 

In  the  preceding  chapter  the  value  of  the  property  of  the  United 
States  Steel  Corporation  at  the  date  of  its  organization  has  been 
discussed  by  the  first  and  second  methods  outlined  on  page  116, 
namely,  by  historical  study  of  the  organization  and  investment  of 
the  constituent  concerns,  and  by  the  computation  of  the  market 
values  of  the  securities  of  these  concerns.  It  now  remains  to  discuss 
the  value  of  the  tangible  property  of  the  Corporation  by  the  third 
method  referred  to,  namely,  by  departments  of  its  business.  Such 
a  valuation  is  taken  up  in  the  present  chapter.  With  reference  to 
the  properties  other  than  ore,  this  discussion  is  in  part  a;  summary 
and  reclassification  of  facts  brought  out  in  Chapter  II.  The  valua- 
tion of  the  ore  property  is  approached  by  several  different  methods, 
and,  on  account  of  its  importance,  is  given  a  separate  division  of  the 
chapter. 

Section  2.  Estimate  filed  by  the  Corporation  in  the  Hodge  suit  in  1902. 

In  undertaking  the  valuation  of  the  properties  of  the  Corporation 
by  departments  of  its  business  for  1901,  it  will  be  found  convenient 
to  refer  to  an  estimate  of  the  physical  assets  made  by  officials  of  the 
Steel  Corporation  themselves  in  their  defense  of  the  so-called  "  Hodge 
suit."  This  suit  was  brought  in  1902  to  prevent  the  company  from 
issuing  $200,000,000  of  bonds  to  retire  a  like  amount  of  preferred 
stock.  The  laws  of  New  Jersey  required  a  certificate  from  officers 
of  the  Corporation  to  the  effect  that  its  assets  were  equal  to  the 
preferred  stock,  after  allowing  for  indebtedness,  as  a  prerequisite  to 
such  conversion  of  any  part  of  the  preferred  stock  into  bonds.  One 
of  the  main  points  raised  by  the  plaintiffs  in  this  suit  was  that  the 
Corporation  did  not  thus  possess  assets  equal  to  the  amount  of  its 
preferred  stock,  after  allowing  for  prior  indebtedness. 

In  reply  to  the  charge  of  deficiency  of  assets  in  this  particular, 
an  estimate  of  the  physical  properties  of  the  Corporation  was  filed 
bj"^  Charles  M.  Schwab,  then  its  president,  these  valuations  being 
subscribed  to  by  several  other  prominent  officials  of  the  Corporation. 
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This  estimate,  which  classified  the  property  by  the  principal  depart- 
ments of  the  business,  follows : 

Table  IC— ESTIMATE  OF  VALUE  OB'  TAXGIBLB  ASSETS  OF  UNITED  STATES 
STEEL  COEPORATION  ON  JULY  1,  1902,  SUBMITTED  BY  THE  CORPOKATION 
IN  THE  HODGE  SUIT. 

Ore  properties $700,  000,  000 

Plants,  mills,  fixtures,  machinery,  equipment,  tools,  and  real  estate 300,  000,  000 

Blast  furnaces 48,  000,  000 

Coal  and  coke 100,  000,  000 

Transportation  properties ^  80,  000,  000 

Natural  gas  fields L 20,  000,  000 

Limestone  properties 4,  000,  000 

Cash  and  cash  assets 2  148,  291,  000 

Total 1,  400,  291,  000 

1  President  Schwab  stated  that  the  Corporation's  estimate  for  this  item  was  the  value 
after  allowing  for  .$40,340,000  of  indehtedness.      (See  note,  p.  197.) 
=  As  of  June  1,  1902.      (See  note  3  to  Table  23,  p.  234.) 

Except  in  the  case  of  the  transportation  properties,  where,  as  noted, 
the  valuation  of  $80,000,000  was  the  estimated  valuation  after  allow- 
ing for  indebtedness,  the  figures  here  given  represent  the  Corpora- 
tion's estimate  of  the  entire  value  of  the  different  classes  of  property 
without  respect  to  the  securities  issued  against  them;  that  is  to  say, 
they  do  not  represent  merely  the  equity  value  in  these  properties  for 
the  stockholders  of  the  Corporation  over  and  above  bonded  indebted- 
ness. The  valuations  arrived  at  by  the  Bureau  in  this  chapter  like- 
wise are  for  the  total  tangible  property,  without  respect  to  the  secu- 
rities outstanding  against  it.  In  comparing  its  figures  with  those  of 
the  Corporation,  the  Bureau  has  restored  the  indebtedness  of  rail- 
road companies  which  was  deducted  by  the  Corporation's  officials. 

The  main  purpose  of  this  chapter  is  to  arrive  at  as  accurate  a 
valuation  of  the  properties  of  the  Steel  Corporation  as  is  possible, 
rather  than  to  discuss  at  length  the  above  estimate  of  the  Steel 
Corporation.  It  is,  however,  desirable  to  consider  this  estimate  of  the . 
Corporation  in  connection  with  the  following  analysis  by  the  Bureau; 
an  especial  advantage  in  this  method  of  treatment  is  that  the  figures 
in  the  Corporation's  estimate  can  be  regarded  as  imariably  fixing 
maximum  limits  of  valuation.  The  estimate  of  the  Corporation  in 
connection  with  the  Hodge  suit  was  submitted  at  a  time  when  there 
was  a  powerful  motive  before  its  officers  to  overvalue  its  assets.  It 
is  apparent  that  after  placing  liberal  valuations  upon  all  the  prop- 
erty other  than  ore  the  officers  making  this  estimate  credited  the  ore 
with  an  amount  sufficient  to  bring  the  Corporation's  total  assets  up 
to  more  than  the  total  of  its  outstanding  securities.  As  shown  later, 
this  valuation  for  the  ore  was  very  excessive. 

It  should  be  kept  in  mind  that  this  estimate  by  the  Corporation 
was  made  in  July,  1902.  By  that  time  the  property  of  the  Corpora- 
tion had  been  increased  through  surplus  earnings  and  also,  to  a  small 


UNITED   STATES   STEEL   CORPORATION.  183 

extent,  by  capital  raised  or  property  acquired  through  the  issue  of 
additional  securities,  so  that  the  total  investment  was  somewhat 
greater  than  it  was  in  April,  1901.  If  a  precise  comparison  of 
the  Bureau's  estimate  with  these  estimates  of  the  Corporation  was 
desired,  with  a  view  to  carefully  reconciling  differences  between 
them,  it  would  be  necessary  to  determine  how  this  additional  invest- 
ment was  distributed  among  the  different  departments  of  the  Cor- 
poration's business.  For  the  present  purpose  this  is  not  necessary. 
It  should,  however,  be  kept  in  mind  that  the  valuations  of  the  Bureau 
in  this  chapter  are  applicable  as  of  the  date  of  the  company's  organi- 
zation on  April  1,  1901,  while  those  of  the  Corporation,  above  given, 
were  made  in  July,  1902. 

Mr.  Schwab,  in  his  affidavit  in  behalf  of  the  Corporation,  said : 

The  foregoing  items  of  valuation  do  not  include  any  allowance 
for  the  value  of  the  good  will  and  established  businesses  of  the 
various  plants  and  properties,  nor  do  they  include  anything  for 
the  very  valuable  patents,  trade-marks,  and  processes  owned 
or  controlled,  or  anything  for  the  large  amount  of  orders  for 
manufactured  goods  which  have  been  actually  received  and  are 
in  process  of  filling. 

In  other  words,  Mr.  Schwab  claimed  very  emphatically  that  the 
Corporation's  estimate  did  not  include  an  allowance  for  intangible 
considerations,  so  that  comparison  may  properly  be  made  with  the 
Bureau's  figures  later  presented,  which  are  for  tangible  property 
only. 

I.   VALUE  OF  PROPEBTIES  OTHER  THAN  ORE. 

Section  3.  Value  of  manufacturing  plants,  and  connected  real  estate. 

The  manufacturing  plants  of  the  Steel  Corporation  (including 
real  estate  for  plant  sites,  etc.)  other  than  coke  properties  and 
blast  furnaces,  were  entered  in  the  Corporation's  1902  estimate  at 
$300,000,000,  and  the  blast  furnaces  at  $48,000,000,  making  a  total 
for  what  may  be  called  the  iron  and  steel  works  proper,  and  real  es- 
tate for  plant  sites,  of  $348,000,000. 

From  the  facts  given  in  Chapter  II,  it  is  possible  to  present  an  in- 
dependent estimate  for  these  manufacturing  properties  as  they  were 
in  April,  1901.  Thus,  in  the  case  of  the  Federal  Steel  Company,  the 
steel  works,  blast  furnaces,  and  similar  equipment  were  those  of  the 
Illinois  Steel  Company  and  of  the  Lorain  Steel  Company  (and  the 
Johnson  Company),  since  the  Minnesota  Iron  Company  and  other 
subsidiary  concerns  of  the  Federal  company  had  no  property  of  this 
character.  The  real  estate  and  manufacturing  plants  of  the  Illinois 
Steel  Company  were  entered  in  its  balance  sheet  of  June  30,  1898,  at 
approximately  $20,200,000.  (See  p.  121.)  Since  that  balance  sheet 
stated  separately  the  investment  of  the  company  in  railroad  stocks, 
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coke  properties,  and  current  assets,  this  book  figure  may  be  taken  as 
the  investment  in  steel  works,  blast  furnaces  and  similar  plants,  and 
real  estate  at  that  date.  As  shown  in  Chapter  II,  there  is  good  rea- 
son for  the  opinion  that  all  of  the  book  valuations  of  the  company 
were  sufficiently  liberal.^ 

The  properties  of  the  Lorain  and  Johnson  companies  at  the  time  of 
their  acquisition  by  the  Federal  Steel  Company,  it  will  be  recalled, 
were  valued  at  approximately  $4,000,000.  This  entire  amount  may  be 
credited  to  manufacturing  plants. 

The  manufacturing  properties  and  blast  furnaces  of  the  Carnegie 
Steel  Company  (Ltd.)  at  the  organization  of  the  Carnegie  Company 
of  New  Jersey,  in  March,  1900,  may  be  taken,  as  previously  shown 
(see  p.  155),  at  the  book  value  of  $43,3.-)5,000. 

In  the  case  of  the  other  constituent  concerns,  the  values  of  the 
manufacturing  plants  can  not  thus  be  directly  taken  from  balance 
sheets.  However,  as  already  shown  in  Chapter  II,  in  the  case  of 
nearly  all  these  other  companies  the  value  of  the  entire  property 
did  not  exceed  their  respective  issues  of  preferred  stock,  and,  more- 
over, such  property  at  the  dates  of  their  organization  consisted  of 
only  two  general  classes,  namely,  manufacturing  plants  and  working 
capital.  The  workijig  capital  is  known  in  practically  every  instance, 
so  that  by  deducting  this  from  the  amount  of  preferred  stock  issued 
in  each  respective  case  there  is  obtained  an  approximate  valuation  of 
the  manufacturing  plants.  Thus,  in  the  case  of  the  American  Steel 
and  Wire  Company  the  value  of  all  the  tangible  assets  was  placed 
at  $40,000,000  (see  p.  131),  the  amount  of  preferred  stock  issued. 
The  company  had  $16,600,000  net  working  assets,  leaving  $23,400,000 
as  substantially  the  value  of  the  plants. 

The  total  value  of  the  tangible  assets  of  the  American  Tin  Plate 
Company  (see  p.  136)  at  its  organization  was  approximately  $18,- 
000,000,  the  amount  of  preferred  stock  originally  issued,  to  which 
should  be  added  $325,000  subsequently  issued  at  par  to  acquire  the 
plant  of  the  Canonsburg  Iron  and  Steel  Company.  The  company 
started  with  about  $4,500,000  of  working  capital.  The  difference  of 
$13,825,000,  therefore,  substantially  represents  the  value  of  the  manu- 
facturing plants. 

In  the  case  of  the  National  Steel  Company,  the  value  of  the  prop- 
erty at  the  time  of  its  organization — over  and  above  $2,561,000  of 
bonded  indebtedness  later  allowed  for — has  been  placed  (see  p.  137) 
at  $27,000,000,  the  amount  of  preferred  stock  issued  (this  including 
$1,000,000  issued  some  time  after  the  company's  organization).  The 
company  had  $9,000,000  of  current  assets,  thus  leaving  $18,000,000 

1  The  Illinois  Stoel  Company  had  a  small  amount  of  ore  lands,  but  apparently  this  was 
not  included  in  the  figure  Just  given.  At  any  rate,  any  allowance  for  ore  property  in- 
cluded in  that  figure  would  be  so  small  that  no  deduction  need  be  made  for  it  here. 
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to  cover  the  remaining  property.  This  entire  amount  has  been  cred- 
ited to  the  manufacturing  properties  of  the  company,  since  its  other 
fixed  properties  were  not  of  sufficient  importance  to  necessitate  an 
allotment  of  this  bain  nee. 

A  similar  method  of  computation  in  the  case  of  the  American  Steel 
Hoop  Companj'  indicates  that  the  value  of  the  manufacturing  plants 
was  the  difference  between  $14,000,000,  the  total  amount  of  preferred 
stock  issued,  and  the  original  working  capital,  $3,000,000,  or  a  total 
of  $11,000,000.  This  A'aluation  for  the  manufacturing  plants  is  prob- 
ably too  lil)eral,  for  reasons  already  shown. 

The  valuation  of  the  National  Tube  Company's  manufacturing 
plants  may  likewise  be  arrived  at  bj'  deducting  from  $40,000,000,  the 
estimated  total  value  of  all  its  assets  (as  expressed  by  the  par  value 
of  the  preferred  stock),  the  $16,000,000  of  net  current  assets  with 
which  the  company  commenced  business,  the  company  having  prac- 
tically no  other  kind  of  property  at  its  organization.  This  lea\'es 
$24,000,000  for  the  manufacturing  properties. 

The  property  of  the  American  Bridge  Company  likewise  con- 
sisted almost  exclusively  of  manufacturing  plants  and  current  assets. 
The  coml)ined  value  of  both  has  been  taken  at  the  par  value  of  the 
preferred  stock  issued,  $31,374,000  (this  including  some  stock  issued 
subsequent  to  the  formation  of  the  company).  Since  the  company 
had  $11,500,000  of  working  capital  at  the  start,  $19,874,000  is  left 
for  the  manufacturing  plants. 

In  the  case  of  the  .Vmerican  Sheet  Steel  Company,  it  will  be  re- 
called (see  p.  140)  that  the  tangible  assets  of  every  description  were 
not  equal  to  the  amount  of  preferred  stock  issued,  and  that  the  manu- 
facturing plants  apparently  had  been  valued  for  purposes  of  con- 
solidation at  $12,000,000.  From  the  evidence  already  given,  it  is 
clear  that  such  a  valuation  is  suiRciently  large.  An  addition  of 
$1,000,000  has,  however,  been  made  to  cover  certain  detached  real 
estate.^ 

The  plants  of  the  Shelby  Steel  Tube  Company  at  the  time  of  the 
acquisition  of  that  concern  by  the  United  States  Steel  Corporation 
had  suffered  heavy  depreciation.  As  shown  in  Table  4,  on  page  113, 
the  Steel  Corporation  issued,  roughly,  $1,800,000  of  its  preferred  stock 
and  $2,000,000  of  its  common  stock  in  exchange  for  the  preferred 
and  common  stock  of  the  Shelby  Steel  Tube  Company  which  it 
acquired  (this  being  the  great  bulk  of  the  entire  issue  in  each  case). 
The  market  value  of  United  States  Steel  stock  thus  issued  was  about 
$2,800,000,  which  would  indicate  a  market  valuation  for  the  entire 
Shelby  Steel  Tube  property  of,  roughly,  $3,000,000.    An  allowance  of 

1  The  company  also  had  natural-gas  property  valued  at  about  .$2,000,000.  This  has  been 
considered  as  offsetting  the  .$2,000,000  bonded  debt  of  the  company,  and  this  latter  item, 
therefore,  does  not  require  consideration  here.  The  natural-gas  property  is  valued  later. 
(See  p.  200.) 
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$2,500,000  to  cover  the  manufacturing  properties  alone  might  be  con- 
sidered reasonablej  but  since  the  entire  amount  is  so  small  these 
manufacturing  properties  have  been  credited  in  the  Bureau's  esti- 
mate with  a  value  of  $3,000,000.^ 

The  Lake  Superior  Consolidated  Iron  Mines  had  no  manufac- 
turing plants.  Its  railroad  and  ore  properties,  like  those  of  the  other 
subsidiary  concerns,  are  discussed  elsewhere  in  this  chapter. 

The  one-sixth  interest  in  the  Pittsburg  Steamship  Company  and  in 
the  Oliver  Iron  Mining  Company  likewise  need  i^ot  be  considered 
here,  since  neither  of  these  concerns  had  any  manufacturing 
pro^Derties. 

It  should  be  observed  that  in  the  case  of  a  few  of  these  concerns 
the  valuations  arrived  at  by  the  Bureau  represent  the  equity  in  the 
property  over  and  above  certain  bonded  indebtedness.  Thus,  the 
valuation  of  $18,000,000  for  the  manufacturing  properties  of  the 
National  Steel  Company  represents  the  stockholders'  equity  in  this 
property,  after  allowing  for  $2,561,000  of  outstanding  bonds.  A  few 
of  the  other  subsidiary  manufacturing  companies  likewise  had  small 
amounts  of  underlying  indebtedness.  In  an  estimate  of  the  value  of 
the  manufacturing  properties  as  distinct  from  the  stockholders' 
equity  therein,, an  amount  equivalent  to  such  indebtedness  should  be 
added,  since  it  may  be  assumed  that  such  bonds  represent  a  corre- 
sponding investment  in  the  property.  The  total  addition  on  this 
account  is  $3,000,000.  In  the  case  of  the  American  Sheet  Steel  Com- 
pany there  were  $2,000,000  of  underlying  bonds,  but  these,  as  already 
noted,  have  been  considered  as  representing  an  equivalent  investment 
in  natural-gas  j^roperty  rather  than  in  manufacturing  plants;  there- 
fore no  addition  on  this  account  need  be  made  at  this  point. 

The  Illinois  Steel  Company  also  had  a  large  issue  of  bonds,  most  of 
which  presumably  were  issued  against  manufacturing  properties,  and 
a  considerable  part  of  the  large  issue  of  the  Carnegie  Company  may 
be  considered  as  having  been  issued  against  such  properties.  In  the 
case  of  these  companies,  however,  the  bonded  indebtedness  need  not 
be  considered,  since  the  valuations  above  given  were  the  full  valua- 
tions as  shown  in  the  balance  sheets,  and  not  merely  an  expression  of 
the  stockholders'  equity  therein. 

The  other  subsidiary  manufacturing  companies  of  the  Steel  Cor- 
poration had  no  bonded  indebtedness  at  their  organization.  In  a 
few  cases  additional  bonds  were  subsequently  issued  or  assumed,  par- 
ticularly by  the  American  Steel  and  Wire  Company  and  the  National 
Steel  Company,  but  since  practically  all  of  the  added  investment 

1  The  use  of  the  market  value  of  the  securities  issued  by  the  Steel  Corporation  as  a 
criterion  for  Judslng  the  value  of  the  property  acquired  is  as  a  rule  incorrect,  particularly 
at  the  time  of  mersing  various  competins  concerns  (see  p.  210),  but  in  this  inst.ince,  owing 
to  the  sharp  reduction  in  capitalization  and  to  the  comparatively  small  amount  involved, 
it  is  justifiable. 
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represented  by  such  increase  in  indebtedness  was  incurred  in  the 
purchase  of  property  other  than  manufacturing  plants — principally 
steamships,  ore,  and  coke — such  additional  issues  may  be  disregarded 
in  this  discussion  of  the  value  of  the  manufacturing  plants  proper. 

Except  in  the  cases  noted,  none  of  these  companies  increased  their 
stock  issues  up  to  the  time  they  were  absorbed  by  the  United  States 
Steel  Corporation. 

On  the  basis  of  the  foregoing  discussion,  the  Aalues  of  the  steel 
works,  blast  furnaces,  and  similar  manufacturing  properties  (in- 
cluding real  estate)  of  the  companies  acquired  by  the  United  States 
Steel  Corporation  at  the  dates  of  their  respective  organizations  were 
substantially  as  follows : 

Table  17. — BUltEAU'S  ESTIMATE  OF  INVESTMENT  OP  CONSTITUENT  COMPANIES 
OF  UNITED  STATES  STEEL  CORPORATION  IN  MANUFACTURING  PLANTS  (IN- 
CLUDING BLAST  FURNACES)  AND  REAL  ESTATE  AT  THE  DATES  OF  THEIR 
RESPECTIVE  OliGANIZATIONS. 


Company. 

Preferred 
stock  issued. 

Current  as- 
sets at  or- 
ganization. 

Balance  to 

represent 

plants. 

$40,000,000 
27,000,000 
18,325,000 
14,000,000 
40,000,000 
31,374,000 

S16,600,000 
9,000,000 
4,500,000 
3,000,000 
16,000,000 
11,500,000 

123,400,000 
18,000,000 
13,825,000 
11,000,000 
24, 000, 000 
19,874,000 

National  Steel  Company  1 

American  Tin  Plate  Company  i 

National  Tube  Company 

American  Bridge  Company^...  . 

Otlier  companies: 

Carnegie  Company  (book  value) , 

Federal  Steel  Company- 
Illinois  Steel  Company  (book  value) 

20,200,000 

4, 000, 000 
3,000,000 
13,000,000 

3,000,000 

Lorain  and  Johnson  companies  (approximate  cash 
price) 

Shelby  Steel  Tube  Company  (approximate  cash  price).. 

American  Sheet  Steel  Company  (estimated) 

Add  to  cover  investment  in  manulacturing  plants  repre- 
sented by  miscellaneous  bonds '. 

Total 

196,654,000 

1  In  the  case  of  this  company  the  preferred  stock  here  given  includes  a  small  amount  issued  soon  aftBr  the 
organization  of  the  company. 

This  grand  total  of  $196,664,000  may,  in  view  of  the  preceding 
discussion,  fairly  be  considered  as  an  approximate  measure  of  the 
value  of  the  steel  works,  blast  furnaces,  real  estate,  etc.,  of  the  vari- 
ous constituent  companies  of  the  Steel  Corporation,  these — except 
in  the  case  of  the  Shelby  Steel  Tube  Company — being  the  values  at 
the  time  of  organization.  As  pointed  out  in  Chapter  II,  during 
the  period  from  such  dates  to  April  1,  1901  (when  the  Steel  Cor- 
poration was  organized),  the  investments  of  these  constituent  con- 
cerns in  their  manufacturing  plants  had  been  increased  from  surplus 
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earnings.  The  accumulated  surplus  earnings  of  all  the  constitu- 
ent companies  on  April  1,  1901,  were  approximately  $117,700,000,  the 
great  Ijulk  of  this  being  contributed  by  the  companies  immediately 
under  discussion.  A  considerable  part  of  this  aggregate  surplus 
had  been  invested  in  ore,  coal  and  coke,  and  transportation  proper- 
ties, and  there  presumably  had  been  some  addition  to  working 
capital.  A  part  of  the  original  working  capital  also  had  been  in- 
vested in  fixed  properties,  but  the  net  additions  from  this  source  and 
from  capital  raised  through  new  securities  apparently  were  small. 

The  total  amount  which  had  been  thus  invested  in  manufacturing 
plants  can  not  be  precisely  stated.  However,  it  may  be  noted  that 
the  Steel  Corporation  itself  made  an  appraisal  of  its  assets  as  of 
January  1,  1908  (see  pp.  313-318),  in  which  the  iron  and  steel 
manufacturing  properties  were  valued  at  approximately  $367,600,000, 
exclusive  of  the  cost  of  the  new  Gai'y,  Ind.,  plant,  and  of  the  Ten- 
nessee Coal,  Iron  and  Railroad  Company,  which  had  been  acquired 
as  of  November  1,  1907.  The  records  of  the  Steel  Corporation 
show  that  there  was  added  to  manufacturing  plants  by  new  con- 
struction and  by  jDurchases  of  competing  companies  (again  exclud- 
ing the  Gary  and  Tennessee  properties)  during  the  period  from 
April  1,  1901,  to  January  1,  1908,  a  net  total  of  approximately 
$114,500,000  (see  Table  11,  p.  3U),  this  figure  allowing  for  any 
depreciation  of  these  properties  Avhich  had  not  been  restored  by 
expenditures  thereon.  (This  question  of  depreciation  is  fully  taken 
up  in  Chajjter  VI.)  Deducting  this  sum  from  the  Corporation's 
estimate  of  $367,600,000,  above  given,  leaves  $253,100,000  as  the 
indicated  investment  in  the  manufacturing  properties  on  April  1, 
1901. 

The  Corporation's  valuation  of  $367,600,000  at  the  end  of  1907, 
however  (and  consequently  the  resulting  figure  of  $253,100,000  for 
1901),  includes  real  estate  at  values  very  much  higher  than  those 
prevailing  in  1901.  Allowing  for  this  fact,  this  1907  appraisal  of 
the  Corporation  does  not  indicate  a  valuation  for  the  Corporation's 
manufacturing  plants  in  April,  1901,  in  excess  of  $250,000,000.  The 
Bureau  has  determined  upon  this  figure  as  a  liberal  expression  of 
the  value  of  these  manufacturing  properties  at  that  time.^  This 
total  is  more  than  $50,000,000  greater  than  the  total  indicated  value 

'Aside  from  additions  to  the  value  ot  manufacturing  plants  through  surplus  earnings',  it 
might  be  argued  that  the  values  of  these  plants  had  increased  by  April,  1901,  on  account  of 
appreciation.  It  is  possible  that  in  some  cases  there  was  some  increase  ot  this  sort.  On 
thi.'  other  hand,  there  had  been  heavy  depreciation  of  some  of  the  manufacturing  property 
of  the  various  constituent  concerns  through  dismantling  operations  and  otherwise.  Still 
again,  the  original  cash  option  prices  of  many  of  these  plants,  as  described  in  Chapter  II, 
and  on  which  these  estimates  of  the  Bureau  are  in  large  measure  based,  undoubtedly  were 
in  many  cases  high.  Altogether,  therefore,  it  would  be  unwarranted  to  assume  any  signifi- 
cant net  increase  in  the  value  of  these  manufacturing  properties  prior  to  April  1,  1901,  due 
to  appreciation  as  distinct  from  increase  due  to  the  Investment  of  surplus  earnings  or  of 
additional  capital  otherwise  obtained. 
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of  the  manufacturing  plants  of  the  constituent  concerns  at  their 
respective  dates  of  organization,  as  given  in  Table  17.  There  can  be 
little  doubt  that  this  excess  is  more  than  sufficient  to  cover  all  net 
capital  additions  to  the  manufacturing  properties  of  these  subsidiaries 
during  the  periods  that  they  were  in  operation  prior  to  April  1,  1901. 

Section  4.  Investment  in  transportation  properties. 

It  will  be  noted  that  the  Corporation's  estimate,  given  on  page  182, 
does  not  distinguish  the  value  of  railroad  properties  from  that  of 
steamship  and  dock  properties,  but  gives  the  value  of  the  group  of 
transportation  companies  as  a  whole  at  $80,000,000,  after  deducting 
bonded  indebtedness  of  $40,340,000.  In  other  words,  the  Corporation 
placed  a  total  valuation  on  the  tangible  property  of  this  entire  group 
of  approximately  $120,000,000.1 

Eaii.road  properties. — The  Corporation's  estimate  of  these  railroad 
properties  was  undoubtedly  based  upon  a  more  detailed  estimate  sub- 
mitted in  anotlier  affidavit  in  this  same  Hodge  suit  hj  James  H. 
Reed,  president  of  several  of  the  railroad  concerns  of  the  Steel  Cor- 
poration. Mr.  Reed  in  his  affidavit  stated  that  the  total  construction 
costs  of  the  six  leading  railroa-ds  of  the  Corporation  Avere  as  follows: 

Pittsburg,  Bessemer  and  Lake  Erie .$30,  000,  000 

Dulntli  and  Iron  Range 15,  7(«,  000 

Duluth,  Jlissabe  and  Northern 11,000,000 

Chicago,  Lalve  Shore  and  Eastern 6,  400,  000 

Elgin,  Joliet  and  Eastern 15,  000,  000 

Union  Railroad 8,  000,  000 

Total 86, 163,  000 

A  deduction  from  this  total  should  at  once  be  made  for  the  pur- 
poses of  this  discussion,  l>ecause  the  Steel  Corporation  had  only  a  52 
per  cent  interest,  approximately,  in  the  Pittsburg,  Bessemer  and 
Lake  Erie.  The  remaining  48  per  cent  would,  on  the  basis  of  Mr. 
Reed's  estimate,  represent  a  total  construction  cost  of  $14,400,000. 
Deducting  this  sum  from  the  grand  total  of  $86,163,000,  as  above 
given,  leaves  a  total  of  $71,763,000  as  the  revised  statement  of  con- 
struction cost  of  the  6  railroads.  It  should  be  distinctly  understood 
that  this  total  of  $71,763,000  is  not  the  value  of  the  Steel  Corpora- 
tion's equity  in  these  railroads,  since  several  of  these  had  outstanding- 
issues-  of  bonds  which  ranked  ahead  of  the  securities  owned  by  the 
Steel  Corporation.  This  present  discussion,  however,  has  reference 
to  the  A'alue  of  these  railroad  properties  as  a  whole  and  not  merely 
to  the  equity  which  the  Steel  Corporation  held  in  them.  The  ques- 
tion of  bonded  indebtedness,  therefore,  need  not  be  considered  at 
the  moment. 

1  See  note  to  Table  16,  p.  182. 
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A  further  deduction  from  the  above  total  should  be  made  for  the 
reason  that  inasmuch  as  Mr.  Eeed's  affidavit  was  submitted  in  July, 
1902,  his  figures  included  additions  to  this  railroad  property  made 
by  the  Steel  Corporation  since  its  organization  in  April,  1901.  Such 
additional  expenditures  in  the  nine  months  of  1901  amounted  to 
$2,375,175.  For  the  entire  calendar  j'ear  1902  they  amounted  to 
$2,988,926.  The  expenditures  for  the  first  half  of  1902  (the  portion 
of  that  year  covered  by  Mr.  Reed's  affidavit)  are  not  knovs^n,  but 
assuming  that  one-half  the  total  for  that  year  was  expended  in  the 
first  six  months,  the  total  capital  expenditures  on  the  transportation 
properties  from  April  1,  1901,  to  July  1,  1902,  would  be  approxi- 
mately $3,870,000.  Deducting  this  sum  from  the  above  total  of 
$71,763,000,  gives  a  net  total  of,  roughly,  $68,000,000.^ 

In  addition  to  the  6  principal  railroads  above  enumerated,  the 
Steel  Corporation  owned  a  number  of  small  roadsj  a  list  of  which 
is  given  on  page  191.  The  aggregate  mileage  of  these  miscellaneous 
roads  was  small,  and  the  aggregate  of  their  capital  securities  on 
June  30,  1901,  was  only  about  $2,800,000.  Of  this  $2,000,000  repre- 
sented the  capital  stock  of  the  Lake  Terminal,  the  investment  back 
of  which  was  not  over  one-half  that  figure.  An  allowance  of 
$2,000,000  to  cover  the  valuation  of  these  small  roads  would  probably 
be  sufficiently  high.  Adding  this  to  the  total  of  $68,000,000,  as  above 
arrived  at,  would  give  a  grand  total  of  $70,000,000  as  the  investment 
in  these  roads  in  April,  1901. 

There  is  good  reason,  however,  to  assume  that  the  net  figure  of 
$68,000,000  for  the  six  principal  roads  is  too  high.  In  the  first  place, 
as  already  pointed  out,  the  officials  of  the  Steel  Corporation  were 
not  only  naturally  likely  to  overestimate  its  property,  but  in  the 
instance  under  consideration  were  under  very  strong  temptation  to 
do  so.  (See  p.  182.)  Furthermore,  as  noted  below,  there  is  rather 
strong  evidence  that  Mr.  Reed's  estimate  was  chiefly  based  upon  the 
book  values  of  these  roads,  which  in  certain  cases  were  undoubtedly 
excessive.  The  following  table  shows  the  capital  stock,  bonded  debt, 
and  surplus  of  the  various  railroad  concerns  owned  by  the  Steel 
Corporation  on  June  30,  1901,  figures  for  April  1  not  being  available, 
except  in  the  case  of  the  Pittsburg,  Bessemer  and  Lake  Erie: 

1  It  should  be  noted  that  a  portion  ol  the  capital  expenditures  on  transportation  prop- 
erties presumably  were  made  on  the  steamship  property  of  the  Corporation.  Since,  how- 
ever, no  deduction  will  be  made  from  the  value  of  the  steamship  property  on  this  account, 
the  entire  amount  of  .f3, 870, 000  may  properly  be  deducted  from  Mr.  Eeed's  estimated  in- 
vestment in  the  railroad  property. 
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Table  18— OUTSTANDING  CAPITALIZATION  AND  SURPLUS  OF  UNITED  STATES  STEEL 
CORPORATION'S  RAILROAD  CONCERNS,  JUNE  30,   1901. 


Company. 


Capital 
stock  is- 
sued. 


Bonded 
debt  out- 
standing. 


Surplus. 


Total 
stock  .bonds, 
and  surplus. 


Duluth  and  Iron  Range 

Dulutb,  Missabe  and  Northern 

Elgin,  Toilet  and  Eastern 

Chicago,  Lake  Shore  and  Eastern 

Union  Railroad 

Pittsburg,  Bessemer  and  Lake  Eriei. 

Youghiogheny  Northern 

Waukegan  and  Mississippi  Valley 

Newburg  and  South  Shore 

Elwood,  Anderson  and  Lapelle 

Lake  Terminal 

Johnstown  and  Stony  Creek 

Etna  and  Montrose 

McKeesport  Connecting 

Northern  Liberties 

Pittsburg  and  Ohio  Valley 


000,000 

512,000 

000,000 

650,000 

000,000 

000, 000 

400, 000 

60,000 

25,000 

50,000 

000,000 

91,500 

60, 000 

40,000 

5,000 

60,000 


$11,232,000 
8,323,000 
7,8.52,000 
3,230,000 
2,000,000 
14, 134, 160 


$1,543,255 

3,595,511 

741,979 

897,642 

651,785 

2  998, 1,39 

10, 134 

2,488 

24. 398 

58,388 


4,756 
23,507 
8,231 
7,448 
14,030 


$15, 775, 255 

14,430,511 

14,593,979 

4,777,642 

4, 651, 785 

25,137,661 

410, 134 

62,488 

49,398 

108, 388 

2, 000, 000 

96,266 

83,507 

48, 231 

12,448 

74, 030 


Total 

Allow  for  outside  interest  in  Pittsburf; 
and  Lake  Erie  stock  48  per  cent 


Bessemer 


28,953,500 
5, 760, 000 


46, 771, 160 
6,784,397 


6,587,053 
"478,320 


82,311,713 
12,066,077 


Net  total.. 


23,193,500 


39,986,763 


7,065,373 


70,245,636 


1  March  31,  1901. 


2  Deficit. 


From  this  table  it  appears  that  the  railroad  companies  of  the  Steel 
Corporation  had  outstanding  on  June  30,  1901,  $28,953,500  capital 
stock  and  $46,771,160  of  bonds,  and  that  their  aggregate  surplus 
accounts  amounted  to  $6,587,053,  making  a  grand  total  book  value 
of  $82,311,713.  A  deduction,  however,  should  be  made  to  allow  for 
the  fact  that  the  Steel  Corporation  had  only  a  52  per  cent  interest, 
approximately,  in  the  stock  of  the  Pittsburg,  Bessemer  and  Lake 
Erie  Railroad.  Making  an  adjustment  in  all  three  items  on  this 
account,  the  total  book  valuation  of  the  railroad  property  of  the 
Steel  Corporation  on  June  30,  1901,  would  be,  roughly,  $70,250,000. 
As  previously  pointed  out,  this  figure  does  not  represent  the  equity 
of  the  Steel  Corporation  in  these  roads,  but  is  rather  a  rough  ap- 
proximation of  the  total  investment  in  them  (except  in  the  case  of 
the  Pittsburg,  Bessemer  and  Lake  Erie). 

Since  the  current  assets  of  the  Steel  Corporation  are  considered 
as  a  whole  later,  in  this  valuation  of  the  railroad  property  such  cur- 
rent assets  should  not  be  included.  However,  the  gross  current  assets 
of  these  railroads  on  June  30,  1901,  were  almost  exactly  offset  by  the 
current  liabilities,  so  that  the  valuations  here  given  are  virtually  for 
the  fixed  property  alone. 

Taking  the  six  roads  specifically  mentioned  in  Mr.  Eeed's  affidavit 
(see  p.  189)   and  including  the  total  investment  in  the  Pittsburg, 
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Bessemer  and  Lake  Erie  to  make  the  figures  comparable,  it  will  be 
seen  that  the  total  book  valuation  on  June  30,  1901,  was  approxi- 
mately $79,300,000,  as  compared  with  the  total  construction  cost  a 
year  later,  as  given  by  Mr.  Reed,  $86,163,000.  In  view  of  the  fact 
that  by  the  time  Mr.  Reed's  estimate  was  prepared,  the  surplus  earn- 
ings of  these  roads  had  increased  somewhat,  it  will  be  seen  there  is 
a  very  close  correspondence  between  his  figure  of  construction  cost 
and  these  book  valuations. 

There  can  be  little  doubt  that  the  valuations  thus  arrived  at  by 
the  balance  sheet  express  at  least  the  full  value  of  the  tangible  prop- 
erty of  these  railroads  on  June  30,  1901,  and  probably  somewhat 
overstate  that  value.  In  the  case  of  the  two  leading  ore  roads,  the 
Duluth  and  Iron  Range  and  the  Duluth,  Missabe  and  Xorthern,  it 
is  probable  that  the  capitalization  was  not  radicallj'  different  from  a 
fair  valuation  of  tlie  property.  In  this  connection  it  may  be  noted 
that  in  1907  the  Minnesota  State  Railroad  and  Warehouse  Com- 
mission engaged  an  engineer  with  a  corps  of  assistants  to  make  a 
valuation  of  the  railroads  in  that  State.  The  engineer  submitted 
estimates  both  of  tlie  value  of  the  physical  property  of  the  roads  in 
the  State  on  June  30,  1907,  and  also  of  the  cost  of  reproducing  them.' 

Two  sets  of  estimates  were  submitted,  one  'allowing  the  average 
values  of  lands  secured  for  rights  of  way,  yards,  and  terminals,  and 
the  other  allowing.  "  multiples "  of  such  values  of  lands  used  for 
these  purposes,  on  the  assumjition  tliat  a  railroad  company  ordinarily 
would  have  to  pay  considerably  more  than  the  normal  value  if  sold 
to  private  purchasers.  An  additional  allowance  was  made  for  the 
solidification  and  adaptation  of  roadbed,  ajDparently  on  the  theory 
that  a  railroad  is  ordinarily  put  in  operation  before  the  roadbed  is 
really  brought  to  a  state  of  perfection. 

These  estimates  for  the  Duluth  and  Iron  Range  and  the  Duluth, 
Missabe  and  Northern  (including  the  "  multiples  "  in  question  and 
the  allowance  for  adaptation  and  solidification  of  roadbed)  were,  in 
round  numbers,  as  follows: 


Company. 

Value  of  phys- 
i  ca\  property 
June  30,  1907. 

Cost  of  repro- 
duction. 

Duluth  and  Iron  Kan^c 

S17, 772, 000 
20,909,000 

$20,565,000 
23,088,000 

It  will  be  seen  that  both  the  estimated  values  as  well  as  the  esti- 
mated costs  of  reproduction  here  given  are  considerably  in  excess 
of  the  total  indicated  book  valuations  of  these  roads  as  given  in 
Table  18,  but  when  it  is  remembered  that  these  book  valuations  were 
as  of  June  30,  1901,  and  that  in  the  six-year  interval  up  to  June  30, 
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1907  (the  date  of  the  foregoing  engineering  estimates),  there  had 
been  heavy  expenditures,  both  on  the  roads  and  on  the  equipment, 
it  would  appear  that  these  book  valuations  are  a  sufficiently  liberal 
expression  of  the  true  value  of  these  roads  on  the  earlier  date.^ 

In  the  case  of  the  Elgin,  Joliet  and  Eastern  Railway  Company, 
however,  the  book  value  apparently  considerably  overstated  a  fair 
valuation  of  the  tangible  property.  It  has  been  shown  (see  p.  123) 
that  when  the  Elgin,  Joliet  and  Eastern  was  taken  over  by  the  Federal 
Steel  Company  in  1898  that  concern  offered  to  buy  the  stock  on  the 
basis  of  only  87^  per  cent  of  its  par  value,  payable,  moreover,  in 
Federal  Steel  preferred  stock  and  not  in  cash.  (On  deposit  of  $17.50 
in  cash,  it  is  true,  this  Elgin,  Joliet  and  Eastern  stock  received  $87.50 
per  share  in  Federal  Steel  preferred  and  $70  per  share  in  Federal 
Steel  common.)  It  is  entirely  possible  that  in  1898  the  $0,000,000 
stock  of  the  Elgin,  Joliet  and  Eastern  had  no  tangible  property  what- 
ever back  of  it,  and  that  there  is  good  reason  for  the  opinion. that  the 
stock  in  April,  1901,  was  only  partly  covered  by  tangible  assets.  The 
surplus  earnings  above  fixed  charges  during  the  period  from  June 
30,  1898,  up  to  April,  1901,  were  only  about  $1,000,000. 

The  investment  in  the  Pittsburg,  Bessemer  and  Lake  .Erie  Railroad 
also  was  almost  certainly  less  than  the  par  value  of  its  securities.  In 
fact,  the  balance  sheet  showed  a  substantial  deficit  on  March  31,  1901. 
The  highest  price  of  the  common  stock  in  the  Pittsburg  market  in 
1900  was  only  about  $30  per  share,  or  60  per  cent  of  the  par  value 
($50),  and  it  sold  in  that  year  below  $20  per  share.  While  such  mar- 
ket values,  as  repeatedly  pointed  out,  can  not  be  regarded  as  in  them- 
selves conclusive,  still,  considering  also  the  fact  that  the  balance  sheet 
itself  showed  a  deficit,  there  is  good  reason  for  assuming  that  the 
tangible  assets  of  this  road  were  less  than  the  total  outstanding 
securities. 

On  the  other  hand,  the  total  book  investment  in  the  Union  Rail- 
road, given  in  Table  18,  may  somewhat  understate  a  fair  value  of  that 
property  at  that  time.  It  will  be  recalled  that  Mr.  Reed  gave  the 
total  construction  cost  of  this  road  at  $8,000,000,  his  estimate,  as 
already  pointed  out,  being  made  in  July,  1902.  It  seems  reasonably 
certain,  therefore,  that  if  the  book  valuation  in  the  case  of  the'Union 

lit  should  be  noted  in  this  connection  that  these  estimates  of  the  cost  ol  reproduction 
by  the  engineer  employed  by  the  Minnesota  State  Railroad  and  Warehouse  Commission 
were  considerably  under  similar  estimates  made  by  the  railroads  themselves  a  year  earlier 
(June  30,  1906).  Including  the  "multiples"  and  special  allowances  above  noted  in  the 
State  estimates,  these  estimated  costs  of  reproduction  compare  as  follows  : 


Company. 


State  estimate, 
1907. 


Railroad  esti- 
mate, IQOU. 


Duluth  and  Iron  Range 

Suluth,  Missabe  and  Northern. 


$20,565,000 
23,088,000 


827,267,000 
24,032,000 
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Railroad  understates  a   fair  valuation,  the  amount  of  that  under- 
statement can  not  be  very  great. 

The  miscellaneous  smaller  roads  mentioned  in  Table  18  may  be 
allowed  their  full  book  value  without  detailed  consideration,  except 
in  tlie  case  of  the  Lake  Terminal,  the  value  of  which  is  conceded  to 
be  not  over  one-half  the  $2,000,000  capital  stock. 

It  is  reasonably  certain,  therefore,  that  a  fair  valuation  of  the 
physical  property  of  the  Corporation's  railroads  as  a  group  on  April 
1,  1901,  would  be  somewhat  less  than  the  sum  of  their  capital  securi- 
ties outstanding  plus  their  surplus  accounts. 

It  must  be  borne  in  mind  that  the  United  States  Steel  Corporation 
acquired  these  railroad  properties  as  going  concerns  and  did  not  base 
its  price  on  any  appraisal  of  the  tangible  assets.  Moreover,  these 
railroad  properties  were  owned  by  companies  having  large  interests 
in  ore  or  in  the  steel  business,  and  it  is  unlikely  that  any  portion  of 
the  purchase  price  of  these  concerns  was  specifically  allotted  to  the 
railroad  property.  Instead,  the  prices  paid  by  the  Steel  Corporation 
were  lump  prices  for  the  entire  properties  as  going  concerns,  and 
presumably  these  prices  were  usually  determined  by  considerations  of 
earning  power;  in  some  cases  they  were  probably  determined  by  fear 
on  the  part  of  the  organizers  of  the  Steel  Corporation  of  the  compe- 
tition of  some  of  these  concerns  had  they  been  left  outside  of  the 
combination. 

The  reported  net  profits  of  these  roads  for  the  fiscal  year  ended 
June  30,  1900,  after  deducting  interest  and  other  fixed  charges,  were 
approximately  $4,200,000,  or,  after  deducting  48  per  cent  of  the  net 
earnings  of  the  Pittsburg,  Bessemer  and  Lake  Erie,  the  net  total  would 
be  approximately  $4,080,600.  This  would  be  equivalent  to  about  17.6 
per  cent  upon  the  $23,193,500  capital  stock  (again  making  a  deduc- 
tion on  account  of  the  Pittsburg,  Bessemer  and  Lake  Erie) . 

The  corresponding  earnings  of  these  roads  for  the  year  ended  June 
30,  1901,  again  after  fixed  charges  and  interest  were  deducted,  were 
approximately  $3,650,000,  or  at  the  rate  of  15.7  per  cent  on  the  capital 
stock. 

From  the  standpoint  of  earning  capacity,  therefore,  the  value  of  its 
railroads  in  1901  might  well  have  been  reckoned  by  the  Steel  Corpo- 
ration at  more  than  the  par  value  of  their  outstanding  securities  plus 
accumulated  surplus.  From  what  has  been  said,  however,  there  can 
be  little  doubt  that  a  total  of  $70,000,000  is  a  sufficiently  liberal  esti- 
mate of  the  value  of  the  tangible  property  alone  of  these  railroads  on 
April  Ij  1901.  It  may  be  repeated  that  this  is  the  valuation  of  the 
entire  tangible  property,  and  not  merely  the  excess  of  such  tangible 
property  over  bonded  indebtedness. 

Steamship  peoperties. — ^The  Steel  Corporation  at  its  organization 
acquired  a  fleet  of  112  vessels  with  an  aggregate  of,  roughly,  500,000 
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tons  carrying  capacity  per  trip;  69  of  these  were  steamers  and  -t?) 
were  barges.  The  number  of  the  vessels  of  the  various  constituent 
fleets,  and  their  capacity  for  the  season  (based  on  19  trips)  as  com- 
Ijiled  from  data  published  in  the  Iron  and  Steel  Directory  for  1901, 
were  as  follows: 


Coinpany. 


Bessemer  Steamship. 
Minnesota  Steamship, 
Pittsburg  Steamship. 
American  Steamship. 
National  Steel 

Total 


Season's 
capacity. 


Tom. 
4,343,400 
2,062,000 
1,276,800 
1,252,100 

564, 300 


9, 488, 600 


Capacity 
per  trip. 


Tons. 
228,600 
108, 000 
67,200 
66,900 
29, 700 


499, 400 


Per 
cent. 


45.8 
21.6 
13.6 
13.2 
6.9 


100.0 


Vessels. 


Steamers.     Barges, 


31 
10 


It  is  possible  to  get  at  a  fairly  close  valuation  for  this  steamship 
property.  Thus,  the  Bessemer  Steamship  Company's  fleet,  which 
embraced  56  vessels  (25  steamers  and  31  barges),  with  an  aggregate 
capacity  of  4,343,400  tons  for  the  season,  was  purchased  for  $8,500,000 
in  cash  (payable  on  or  before  May  1,  1902).  This  fleet,  it  will  be 
seen,  represented  nearly  40  per  cent  of  the  total  capacity  of  the  entire 
fleet  of  the  Steel  Corporation.  If  the  remaining  vessels  had  been 
purchased  on  the  same  basis^  therefore,  the  total  cost  of  the  entire 
fleet  would  have  been  approximately  $18,500,000.  However,  more 
than  half  the  vessels  of  this  Bessemer  Steamship  fleet  were  barges, 
which,  of  course,  were  less  valuable  than  steamers. 

The  National  Steel  Company's  fleet  of  9  vessels,  all  steamers,  origi- 
nally cost  that  company  in  1899  $1,511,800.  This  was  an  average  of 
approximately  $168,000  per  steamer,  or  of  $51  per  ton  based  on  the 
carrying  capacity  per  trip.  This  price  per  ton  is  distinctly  high, 
considering  the  fact  that  some  of  the  vessels  were  not  new.  The 
explanation  of  this  may  have  been  that  the  purchase  was  made  in  the 
height  of  the  iron  and  steel  boom  of  1899.     . 

The  fleet  of  the  American  Steamship  Company  (American  Steel 
and  Wire  Company)  included  rather  larger  and  more  modern  ves- 
sels. It  will  be  recalled  that  the  12  steamers  of  this  company,  of 
which  7  were  new,  were  valued  in  1900  by  the  Inland -Lloyds  at 
$3,035,000.  This  was  at  the  rate  of  $46  per  ton  of  capacity  (per 
single  trip). 

The  value  of  these  three  fleets  is,  therefore,  rather  definitely  fixed 
at  not  much  over  $13,000,000.  In  the  case  of  the  Minnesota  Steam- 
ship Company  and  the  Pittsbuig  Steamship  Company,  no  specific 
amount  appears  to  have  been  allotted  for  the  purchase  of  their  vessels. 
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which  were  acquired  in  conjunction  with  other  properties.  The 
book  investment  of  the  Minnesota  company  fleet  in  April,  1901,  how- 
ever, was  $3,360,000  and  that  of  the  Pittsburg  Steamship  Company 
$3,783,000.  Adding  these  amounts  to  the  \-aluations  of  the  other 
three  fleets  above  stated  gives  a  total  of  $20,189,000,  as  follows : 

Bessemer  Steamship  Company $8,  500,  OOd 

National  Steel  Company 1,  511,  SOQ 

American  Steamship  Company 3,035,000 

Minnesota  Steamship  Company 3,360,000 

Pittsburg  Steamship  Company 3,783,000 

Total 20, 189,  800 

The  valuation  of  the  Minnesota  Steamship  Comj^any's  fleet  appears 
to  be  rather  high.  It  covered  12  steamers  and  10  barges.  Several  of 
these,  however,  appear  to  have  been  built  in  the  early  nineties  and 
were  of  comparatively  small  size  and  somewhat  antiquated  type  and 
undoubtedly  had  suffered  considerable  depreciation.  The  book  in- 
vestment of  the  Pittsburg  Steamship  Company  on  the  other  hand 
appears  to  be  fairly  reasonable,  as  most  of  the  vessels  of  this  fleet 
were  very  large  and  of  modern  construction. 

While  it  is  probable  that  most  of  the  valuations  above  given  could 
with  fairness  be  somewhat  reduced,  the  total  reduction  would  be  com- 
paratively small,  and  the  Bureau  has  decided  ujDon  a  valuation  of 
$20,000,000  for  the  entire  steamship  property  acquired  by  the  Steel 
Corporation  in  1901.  There  can  be  no  question  that  this  valuation  is 
sufficiently  high. 

The  calculations  above  given  are  substantially  confirmed  by  com- 
putations based  upon  approximate  average  per-ton  costs.  A  great 
many  Lake  ore  vessels  were  constructed  in  the  j-ears  1899  and  1900. 
Statements  in  reliable  trade  journals  indicated  that  such  steamers, 
when  new,  cost  all  the  way  from  about  $250,000  to  $350,000,  or  even 
$450,000  each.  While,  of  course,  there  were  considerable  differences 
in  cost  for  vessels  of  the  same  size  and  even  of  the  same  general  de- 
scription, roughly  speaking  it  may  be  considered  that  $250,000  would 
at  that  time  pay  for  the  construction  of  a  modern  steamer  of  any- 
where from  5,000  to  6,000  tons  cargo  capacity  per  trip,  or,  say,  an 
average  per-ton  cost  of  from  $40  to  $50.  Several  steamers  of  an 
average  capacity  of  about  7,500  tons  appear  to  have  been  contracted 
for  at  a  cost  of  $350,000  each,  or  an  average  of  about  $45  per  ton, 
and  vessels  of  10,000  tons  each  were  constructed  at  this  time  at  from 
$400,000  to  $460,000  each,  or  from  $40  to  $46  per  ton.  Estimates 
based  on  a  rather  large  number  of  individual  transactions  indicate 
that  an  average  allowance  of  about  $45  per  ton  would  be  sufficiently 
liberal  to  represent  the  construction  cost  of  new  ore  steamers  of  what 
at  that  time  were  of  the  most  modern  type.  The  average  per-ton  cost 
cf  barges  would  be  less. 
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As  the  combined  capacity  per  single  trip  of  the  entire  fleet  of  the 
Corporation  was  almost  exactly  600,000  tons,  the  valuation  of  $20,- 
000,000  above  arrived  at  is  equivalent  to  $40  per  ton.  In  view  of  the 
fact  that  new  steamers  of  the  most  approved  type  could  be  con- 
structed at  that  time  at  an  average  cost  of  about  $45  per  ton,  an 
average  of  $40  per  ton  for  the  Steel  Corporation's  entire  fleet  in  the 
condition  in  which  it  was  acquired  in  April,  1901,  is  undoubtedly 
sufficient. 

Dock  peopeeties. — The  principal  dock  property  of  the  Steel  Cor- 
poration exclusive  of  those  of  the  Duluth  and  Iron  Range  Eailroad 
and  the  Duluth,  Missabe  and  Northern  Railway  (which  are  in- 
cluded in  the  estimated  valuations  of  those  roads  already  discussed), 
and  exclusive  of  receiving  docks  at  Lake  ports  which  have  been  in- 
eluded  with  manufacturing  properties  at  those  points,  was  that  of 
the  Pittsburg  and  Conneaut  Dock  Company,  at  Conneaut,  Ohio. 
The  book  investment  in  this  property  in  April,  1901,  was  $1,236,375. 
An  allowance  of  $1,500,000  for  this  and  for  all  the  miscellaneous  dock 
property  of  the  Corporation  on  that  date  is  undoubtedly  sufficient. 

SuMMAEY. — From  the  preceding  discussion,  therefore,  it  appears 
that  the  tangible  property  of  the  railroads  of  the  Steel  Corporation 
(including,  in  the  case  of  the  Pittsburg,  Bessemer  and  Lake  Erie, 
only  a  52  per  cent  interest)  can  not  be  considered  as  having  been 
worth  on  April  1,  1901,  more  than  $70,000,000.  The  steamship 
property  maj"  be  estimated  at  $20,000,000  and  the  miscellaneous  dock 
property  other  than  that  included  with  the  railroads  at  not  more  than 
$1,500,000.  On  this  basis,  the  total  indicated  value  of  the  entire 
group  of  transportation  properties  would  have  been  $91,500,000. 

In  this  estimate  no  deduction  is  made  for  bonded  indebtedness. 
The  Corporation's  estimate 'of  $80,000,000,  given  on  page  182,  al- 
lowed for  a  deduction  of  $40,340,000  for  such  indebtedness.  Includ- 
ing this  the  Corporation's  estimate  of  the  value  of  these  transporta- 
tion properties  as  a  group  was  $120,340,000,  or  $28,840,000  more  than 
the  valuation  arrived  at  by  the  Bureau.  As  already  stated,  it  is  not  so 
much  the  purpose  of  this  discussion  to  criticise  the  Corporation's 
estimate  as  to  arrive  at  a  fair  approximate  valuation  of  these  prop- 
erties in  1901.  In  view  of  the  fact,  repeatedly  pointed  out,  that  the 
officials  of  the  Corporation  had  every  reason  to  exaggerate  in  their 
estimates  and  clearly  did  exaggerate  in  some  of  them,  this  excess  of 
$28,840,000  in  the  Corporation's  estimate  (made  in  July,  1902)  of 
these  transportation  properties  over  the  values  computed  by  the 
Bureau  (as  of  April,  1901)  is  not  remarkable.^ 

lit  is  not  quite  clear  whettier  the  indebtedness  of  $40,340,000  referred  to  by  Mr.  Schwab 
in  his  estimate  included  about  $10,000,000  of  such  bonds  owned  by  the  subsidiary  com- 
panies themselves.  If  not,  this  further  amount  should  be  added  to  the  Corporation's  esti- 
mate of  $80,000,000,  for  purposes  of  comparison. 
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Section  5.  Investment  in  coke  property. 

In  the  estimate  of  the  Corporation  above  referred  to  (see  p.  182), 
the  value  of  its  coal  and  coke  property  was  placed  at  $100,000,000. 
This  estimate  was  evidently  based  upon  a  more  detailed  estimate  sub- 
mitted in  an  affidavit  in  the  same  suit  in  July,  1902,  by  Thomas 
Lynch,  president  of  the  H.  C.  Frick  Coke  Company.  The  essential 
features  of  this  estimate  by  Mr.  Lynch  follow  : 

The  coke  properties  of  the  subsidiary  companies  of  the  United 
States  Steel  Corporation,  situate  in  Westmoreland  and  Fayette 
counties,  Pennsylvania  ( Gonnellsville  region),  and  in  McDowell 
County,  West  Virginia  (Pocahontas  region),  consist  of  42,000 
acres  (Connellsville  coal),  which  are  of  the  present  value  of 
$1,500  per  acre,  representing  an  aggregate  value  of $0:!,  000,  000 

Separated  from  such  Connellsville  region  is  what  is  known  as  the 
"  Lower  Connellsville  district,"  in  which  the  companies  own 
15,000  acres,  which  is  of  the  present  value  of  $800  per  acre,  or 
in  the  aggregate - 12,  000,  000 

The  companies  own  in  Westmoreland  and  Fayette  counties,  Penn- 
sylvania, 16,000  Beehive  coke  ovens,  with  the  necessary  equip- 
ment for  operating  the  same,  houses  of  employees,  etc.,  of  the 
aggregate  value  of 12,  .500,  000 

The  companies  own  likewise  transportation  facilities,  cars,  water 

plants,  etc.,  of  the  present  value  of 2,500,000 

The  companies  also  own  a  lease  of  50,000  acres  of  Pocahontas 
coal  lands  in  McDowell  County,  ^^'est  \'irginla,  of  the  value  of 2,  500,  000 

The  companies  also  own  steam  and  gas  coal  in  Allegheny,  Wash- 
ington, and  Green  counties,  Pennsylvania,  22.550  acres,  at  $300 
per  acre 6,  765,  000 

The  companies  also  own  scattered  tracts  of  coal  lands  at  or  near 
mills  and  furnaces  of  the  subsidiary  eompanies  in  Ohio,  Penn- 
sylvania, Illinois,  and  West  Virginia,  6,500  acres  of  the  present 
value  of  $100  per  acre 050,000 

Total  itemized  valuations 99,  915,  000 

It  will  be  noted  that  Mr.  Lynch  estimated  the  value  of  the  42,000 
acres  of  Connellsville  coal  land  at  $1,500  per  acre.  In  his  affidavit  he 
said : 

The  above  valuations  are  figured  on  the  prices  now  asked  for 
similar  coal  lands  in  the  several  localities.  In  fact,  the  Connells- 
ville 23roperties  could  not  be  duplicated  at  any  price,  for  the  rea- 
son that  there  is  less  than  15,000  acres  of  unmined  coal  in  the 
entire  Connellsville  basin  outside  of  the  holdings  of  the  subsidi- 
ary companies  of  the  United  States  Steel  Corporation. 

Comparatively  few  well  authenticated  transfer  prices  of  coking- 
coal  property  prior  to  the  organization  of  the  Steel  Corporation  were 
made  public.  Several  sales  were  reported  at  prices  in  the  neighbor- 
hood of  $1,000  per  acre.  Coal  and  Coke  (a  leading  trade  journal)  in 
its  issue  of  June  1,  1901,  in  criticising  extremely  high  valuations 
placed  upon  the  Steel   Corporation's  coke  property  by  President 
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Schwab  in  certain  testimony  before  the  Industrial  Commission,  re- 
ferred to  the  sale  of  a  tract  of  nearly  200  acres  at  approximately 
$1,000  per  acre,  the  coal  being  described  as  "  excellent  and  of  the 
strictly  Connellsville  seam."  So  far  as  is  known,  no  transfer  of  any 
considerable  tract  of  coal  land  in  the  Connellsville  region  had  been 
made  up  to  the  middle  of  1902  at  so  high  a  figure  as  $1,500  per  acre. 
A  sale  of  12  acres  in  the  heart  of  the  Connellsville  region  was  reported 
in  Coal  and  Coke  in  July,  1901,  at  $1,750  per  acre,  for  coal  rights 
alone.  This  tract,  however,  was  too  small  to  afford  any  criterion  of 
values  generally.  The  Iron  Age,  at  the  close  of  November,  1901, 
I ef erred  to  the  sale  of  200  acres  of  "  choice  coal  lands  in  the  Con- 
nellsville region  "  at  $1,100  per  acre  as  "  the  highest  price  ever  paid 
for  coking-coal  lands."  It  had  been  reported  in  1899  that  the  Na- 
tional Steel  Company  paid  "  about "  $1,100  an  acre  for  a  tract  of  7l7 
acres  of  coking-coal  property  in  the  Connellsville  district.  This 
price,  however,  apparentlj^  included  some  coke-oven  property. 

In  view  of  the  fact  that  the  great  bulk  of  these  Connellsville  coal 
lands  proper  were  owned  by  the  Steel  Corporation  and  of  the  further 
fact  that  the  Corporation  was  not  offering  these  lands  for  sale,  it 
obviously  was  easy  for  the  Corporation  to  set  a  price  on  such  lands 
that  could  not  readily  be  challenged  from  the  standpoint  of  open- 
market  prices.  However,  in  view  of  the  foregoing  evidence,  it  is  not 
reasonable  to  assume  that  the  entire  42,000  acres  of  Connellsville  coal 
land  owned  by  the  Steel  Corporation  was  worth  $1,500  per  acre  in 
1902.  Admitting  that  this  property  may  have  been  worth  as  much  as 
$1,200  an  acre,  which  in  the  light  of  the  preceding  evidence  appears 
to  be  a  liberal  valuation,  the  aggregate  value  would  be,  roughly, 
$50,000,000  instead  of  $63,000,000,  as  estimated  by  Mr.  Lynch. 

Similarly,  the  valuation  of  $800  per  acre  for  the  coal  lands  in  the 
lower  Connellsville  region  was  distinctly  above  the  average  of  re- 
ported transfer  prices  for  such  lands  in  the  two  years  immediately 
preceding  the  organization  of  the  Steel  Corporation.  In  fact,  for 
some  time  after  the  Steel  Corporation  was  organized,  sales  of  desir- 
able coking-coal  property  in  this  region  were  made  around  $500  per 
acre.  (See  p.  285.)  An  average  of  $500  an  acre  for  the  15,000  acres 
owned  by  the  Steel  Corporation  in  the  lower  Connellsville  district 
would  give  a  total  valuation  of  $7,500,000,  or  $4,500,000  less  than  Mr. 
Lynch's  figure. 

It  will  be  noted  that  Mr.  Lynch's  estimate  included  an  allowance 
of  $2,500,000  for  the  equity  in  the  lease  of  certain  Pocahontas  coal 
lands.  As  this  lease  was  not  executed  until  the  close  of  1901,  it 
should  not  be  considered  in  this  discussion  of  the  Corporation's  assets 
in  April  of  that  year. 

The  estimate  of  the  coke-oven  property  and  equipment  by  Mr. 
Lynch,  namely,  $12,500,000,  undoubtedly  was  high,  and  in  view  of  the 
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fact,  repeatedly  pointed  out,  that  there  was  an  obvious  inducement 
for  all  the  oiScials  of  the  Steel  Corporation  making  such  estimates  to 
submit  inflated  valuations,  there  can  be  no  doubt  that  all  of  his  figures 
were  liberal.  With  the  exception  of  the  coking-coal  property,  how- 
ever, the  valuations  presented  by  Mr.  Lynch  may  be  accepted  in  this 
rough  comparison. 

Using  the  averages  of  $1,200  per  acre  for  the  Connellsville  coal 
property  and  $500  per  acre  for  the  lower  Connellsville  coal  property, 
respectively,  in  place  of  his  valuation  of  $1,500  per  acre  and  $800  per 
acre,  respectively,  and  excluding  the  Pocahontas  lease,  the  grand  total 
of  his  estimate  would  be  reduced  to  about  $80,000,000.  However,  dur- 
ing the  period  from  April,  1901,  to  the  date  of  Mr.  Lynch's  estimate, 
the  Steel  Corporation  had  made  capital  additions  of  rather  more  than 
$2,000,000  to  its  coal  and  coke  property.  This  further  sum,  there- 
fore, shoirld  be  deducted  in  arriving  at  an  estimate  of  the  investment 
in  such  property  at  the  earlier  date. 

Taking  all  these  facts  into  consideration,  it  would  seem  tnat  there 
can  be  little  question  that  a  fair  valuation  for  these  coke  properties 
on  April  1,  1901,  would  be  rather  less  than  $80,000,000.  Again, 
however,  in  order  to  give  the  Corporation  the  benefit  of  possible 
doubt,  the  Bureau  has  placed  its  valuation  of  these  properties  in 
April,  1901,  at  that  figure.  Even  this  value,  however,  it  should  be 
clearly  kept  in  mind,  must  be  attributed  in  considerable  measure  to 
the  great  concentration  of  ownership  which  had  taken  place  in  such 
coking-coal  lands  prior  to  their  acquisition  by  the  United  States  Steel 
Corporation. 

Section  6.  Value  of  natural-gas  and  limestone  properties. 

Natural-gas  peopeeties. — The  value  of  property  like  a  natural- 
gas  field,  the  extent  and  life  of  which  can  not  be  determined,  even 
approximately,  by  engineering  science,  must  necessarily  be  largely  a 
matter  of  conjecture.  There  is  good  reason  to  suppose  that  the  valu- 
ation of  $20,000,000  placed  on  this  property  by  the  Steel  Corporation 
in  its  estimate  (see  p.  182)  is,  like  the  estimates  of  the  values  of 
the  other  natural  resources,  decidedly  excessive.  jNloreover  (see 
p.  316),  the  Steel  Corporation,  as  late  as  January  1,  1908,  claimed 
a  valuation  of  only  $10,360,940  for  its  natural-gas  property.  It  had 
acquired  considerable  such  property  since  April  1,  1901.  On  the 
other  hand,  of  course,  it  had  exhausted  a  considerable  amount  of  its 
reser\'e  supply  of  natural  gas.  While,  therefore,  it  is  highly  im- 
probable that  the  market  value  of  this  natural-gas  property  was 
equal  to  the  $20,000,000  valuation  placed  upon  it  in  the  1902  estimate, 
owing  to  the  complete  absence  of  a  satisfactory  basis  for  estimating 
its  value,  the  Bureau  has  allowed  that  estimate  to  stand. 
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Limestone  properties. — The  valuation  of  $i,000,000  placed  on  the 
limestone  properties  of  the  Steel  Corporation,  whether  excessive  or 
not,  is  so  small  as  compared  with  the  capitalization  of  the  Steel  Cor- 
poration that  it  may  be  accepted  without  discussion  as  the  value  on 
April  1,  1901. 

Section  7.  Current  assets  of  the  Corporation. 

By  reference  to  Table  16,  on  page  182,  it  will  be  seen  that  the  Cor- 
poration reported  its  current  assets  on  June  1,  1902,  at  $118,291,000. 
This  was  the  amount  after  deducting  from  the  gross  current  assets 
all  ordinary  current  liabilities,  and  likewise  certain  purchase-money 
obligations,  as  will  be  seen  from  the  following  excerpt  from  the  affi- 
davit submitted  in  behalf  of  the  Corporation  by  President  Schwab : 

Tlie  cash  and  cash  assets  of  the  Steel  Corporation  and  subsidi- 
ary companies  on  June  1,  1902,  amounted  to  the  sum  of  $214,- 
278,000,  as  against  which  there  stood  the  usual  current  liabilities 
and  accounts  and  bills  payable  and  certain  mortgages  and 
purchase-money  obligations,  amounting  to  $65,987,000,  leaving 
the  aggregate  net  cash  assets  as  of  that  date  $148,291,000,  and 
such  aggregate  net  cash  assets  have  increased  more  than 
$12,000,000  since  June  1,  1902. 

This  total  of  $148,291,000,  as  stated,  was  the  amount  of  such  cur- 
rent assets  on  June  1,  1902.  The  net  current  assets  on  April  1,  1001, 
according  to  a  condensed  balance  sheet  submitted  to  the  Bureau  by 
the  Steel  Corporation  (see  Exhibit  6)  were  about  $136,500,000.  This 
figure  includes  the  $25,003,000  cash  capital  provided  the  Corporation 
at  its  organization.  It  allows  for  sundry  adjustments  in  the  balance 
sheets  of  the  subsidiary  companies  made  just  after  the  consolidation 
was  effected,  such  adjustments,  however,  not  being  of  especial  interest 
in  this  connection. 

The  Bureau,  in  arriving  at  this  figure  of  $136,500,000  as  the  net 
current  assets  in  April,  1901,  has  treated  the  purchase-money  obliga- 
tions and  sundry  real-estate  mortgages  of  the  subsidiary  companies, 
aggregating  $21,872,000,  as  similar  in  character  to  bonded  indebt- 
edness and  not  like  current  liabilities,  and  therefore  it  did  not  deduct 
them  from  the  gross  current  assets.  The  reason  for  this  is  that  such 
purchase-money  obligations  ordinarily  ran  for  a  year  or  several  years, 
and,  what  is  more  important,  were  usually  issued  against  fixed  prop- 
erty and  not  liquid  assets.  Thus,  in  the  case  of  the  Bessemer 
Steamship  Company,  the  purchase  price  of  $8,500,000  was  first  pro- 
vided for  by  purchase-money  obligations  which  were  not  entirely 
liquidated  in  cash  for  nearly  two  years  after  the  company  was  ac- 
quired.^    Prior  to  such  liquidation,  the  fixed  property  account  of  the 

'  Notes  representing  $4,2riO,000,  or  one-ba!t  the  purchase  price,   were  iiquidated  in  No- 
vember, 1902.     The  remainder  were  paid  off  later. 

4.^25°— 11 ir> 
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Steel  Corporation  was,  of  course,  increased  by  the  value  of  this 
steamship  property  without  a  corresponding  diminution  of  its 
working  capital. 

The  amount  of  such  purchase-money  obligations  and  mortgages 
deducted  from  current  assets  by  the  Corporation  in  1902  was 
$16,367,000. 

Section  8.  Summary  of  value  of  tangible  property  acquired  by  the  Steel 
Corporation  in  1901,  other  than  ore. 

The  preceding  valuations  of  the  Bureau  for  the  different  classes  of 
property  acquired  by  the  Steel  Corporation  in  1901,  with  the  excep- 
tion of  ore,  may  now  be  summarized  as  follows : 

Manufacturing,  including  blast  furnaces $250,000,000 

Transportation -     91,500,000 

Coal  and  coke ■_ 80,000,000 

Natural  gas , 20,  WO,  000 

Limestone    4.000,000 

Working  assets 136,500,000 

Total 582,  000,  000 

The  Bureau's  estimate  of  the  total  value  of  the  tangible  property 
of  the  Steel  Corporation  ;it  its  organization  in  April,  1901,  exclusive 
of  ore,  is  therefore  $582,000,000.  The  Corporation's  valuation  for 
these  properties  (see  Table  16,  p.  182),  on  the  other  hand,  aggre- 
gates $700,291,000,  or,  after  adding  $40,340,000  indebtedness  of  trans- 
portation companies,  and  $16,369,000  purchase-money  obligations,  to 
make  the  two  sets  of  figures  fairly  comparable,  the  Corporation's 
total  for  these  classes  of  property  would  be  $757,000,000.  The 
Bureau's  valuation  for  these  properties  is  thus  $175,000,000  less  than 
the  valuation  as  submitted  by  the  Corporation  in  the  Hodge  suit  in 
July,  1902.  During  the  interval  in  question  considerable  additions 
had  been  made  to  these  classes  of  property  by  the  Corporation, 
and  the  discrepancies  between  the  two  estimates  for  these  two  items 
are  somewhat  less  than  would  at  first  sight  appear.  The  most  im- 
portant difference  occurs  in  the  case  of  the  manufacturing  properties, 
for  which  the  Corporation's  estimate  is  $348,000,000,  while  the  Bureau 
computed  the  value  at  $250,000,000.  The  difference  in  the  two  esti- 
mates is  chiefly  due  to  the  excessive  valuation  b^^  the  Corporation. 
The  Corporation's  estimate  of  $348,000,000  for  these  properties  is 
completely  discretlited  by  the  fact,  already  noted,  that  at  the  end  of 
1907,  or  about  five  and  one-half  years  later,  it  valued  its  manufactur- 
ing properties  at  only  $367,600,000,  although  during  this  period  net 
capital  additions  of  $114,500,000  had  been  made  to  these  manufactur- 
ing plants,  this  after  ample  depreciation  had  been  allowed. 

By  reference  to  Table  16,  page  182,  it  will  be  seen  that  the  Corpora- 
tion's estimate  of  the  value  of  its  ore  property  in  July,  1902,  was  no 
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less  than  $700,000,000,  or  iDractically  one-half  of  the  grand  total 
valuation  of  all  its  tangible  assets.  In  view  of  the  much  smaller  dis- 
parities between  the  Bureau's  valuations  and  the  Corporation's  valua- 
tions for  most  of  the  other  classes  of  property,  it  is  apparent  that 
estimates  of  the  value  of  the  entire  tangible  assets  of  the  Corporation 
in  April,  1901.  must  largely  depend  upon  the  valuation  assigned  the 
ore.  On  account  of  the  extraordinary  value  claimed  for  this  ore 
property  by  the  Steel  Corporation,  the  Bureau  has  taken  up  a  valua- 
tion of  this  ore  by  several  different  methods  in  the  following  pages 
of  this  chapter. 

II.   VALUE  OF  THE  STEEL  CORPORATION'S  ORE  PROPERTY  IN  1901. 

Section  9.  Estimated  tonnage  of  Corporation's  ore  holdings  in  1901. 

The  Bureau  has  estimated  the  value  of  the  ore  property  of  the 
Corporation  in  1901  by  three  different  methods — first,  on  the  basis  of 
prices  paid  for  ore  in  fee  about  the  time  the  Corporation  was  organ- 
ized ;  second,  on  the  basis  of  the  price  paid  by  the  Steel  Corporation 
itself  for  a  large  portion  of  its  ore  property ;  and,  third,  by  a  calcula- 
tion of  the  "  present  worth "  of  royalties  on  leased  ore.  These 
various  methods  are  fully  explained  later. 

The  first  step  in  calculating  the  value  of  the  Corporation's  ore  in 
1901  is  to  get  an  approximate  idea  of  the  quantity.  Conclusions  must 
be  based  largely  upon  estimates  made  about  the  time  the  Corpora- 
tion was  organized.  It  is  true  that  estimates  of  the  total  quantity  of 
ores  embraced  in  the  properties  then  acquired  have  since  been  largely 
increased,  partly  as  a  result  of  subsequent  exploration  and  partly 
because  of  the  inclusion  of  lower  grades  of  ore  than  were  then  taken 
account  of.  Obviously,  however,  for  the  jjurpose  of  determining  the 
value  in  1901,  it  would  be  incorrect  to  include  additional  tonnages 
which  have  been  developed  in  these  wa}-s,  because  these  can  not  be 
regarded  as  having  influenced  estimates  current  at  that  time.  It  is 
true  that  both  the  purchaser  and  the  seller  of  a  great  iron-ore  de- 
posit may  be  influenced  by  the  possibility  that  the  total  tonnage  will 
prove  considerably  greater  than  either  of  them  are  reckoning  on  at 
the  time  of  the  sale,  but  there  is  likewise  the  possibility  that  their 
estimates  will  prove  excessive.  These  contingencies,  however,  would 
affect  the  price,  and  are  thus  taken  account  of  in  the  present  discus- 
sion of  the  value  of  this  ore  property. 

It  is  necessary,  therefore,  to  base  ideas  as  to  the  quantity  of  the  ore 
reserves  of  the  Steel  Corporation  in  1901  upon  estimates  current  at 
the  time.  One  such  estimate  was  that  of  C.  M.  Schwab,  president  of 
the  Corporation,  before  the  Industrial  Commission,  in  May,  1901, 
when  he  slated  that  the  company  had  "  over  "  500,000,000  tons  of  ore 
"  in  sight  "  in  the  Lake  region. 
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In  July,  1902,  as  shown  on  page  182,  Mr.  Schwab  and  other  offi- 
cials of  tlie  Steel  Corporation  estimated  the  value  of  the  Corpora- 
tion's ore  property  at  $700,000,000.  This  estimate  was  admittedly  at 
the  rate  of  "$1  per  ton"  on  a  total  estimated  tonnage  of  700,000,000 
tons.' 

In  view  of  the  fact  that  during  the  period  from  the  organization 
of  the  company  up  to  July,  1902,  several  large  parcels  of  ore  prop- 
erty had  been  acquired,  adding  substantially  to  the  total  tonnage, 
this  estimate  of  700,000,000  tons  made  by  Mr.  Schwab  in  1902  agrees 
very  well  with  his  estimate  of  "  over  "  500,000,000  tons  made  to  the 
Industrial  Commission  in  the  preceding  year. 

In  May,  1901,  in  a  statement  submitted  to  the  New  York  Stock 
Exchange  by  the  United  States  Steel  Corporation,  the  ore  tonnage 
of  the  Luke  Superioi  Consolidated  Iron  Mines  (which  owned  the 
most  important  ore  property  acquired  by  the  Steel  Corporation  at 
its  organization)  in  known  or  practically  explored  properties  was 
estimated  at  from  300,000,000  to  400,000,000  tons,  this  estimate  not 
including  some  minor  parcels  and  a  considerable  acreage  of  unex- 
plored lands  believed  to  contain  ore.  This  estimate  later  proved  to 
be  a  conservative  one. 

A  careful  schedule  by  the  INIinnesota  Tax  Commission,  made  in 
1907,  or  six  years  after  the  Corporation  was  organized,  placed  the 
aggregate  tonnage  of  all  iron-mining  companies  in  that  State  at 
slightly  less  than  1,200,000,000  tons,  and  credited  the  Oliver  Iron 
Mining  Company  (under  whose  management  all  of  the  ore  prop- 
erties of  the  Steel  Corporation  in  Minnesota  had  then  been  placed) 
with  approximately  913,000,000  tons.  These  estimates,  while  ap- 
parently made  on  a  conservative  basis,  included  a  large  acreage  of 
"  tonnage  prospects ;  "  that  is,  mining  lands  which  had  not  been 
actively  operated  or  developed,  but  which  were  believed  to  contain 
ore.  Of  this  total  of,  roughly,  1,200,000,000  tons,  about  250,000,000 
tons  were  credited  to  unexplored  lands  which  had  not  even  been 
"  prospected,"  but  which  were  near  good  mining  properties.  This 
total,  as  just  stated,  was  compiled  in  the  year  1907,  and  the  figure 
given  for  the  United  States  Steel  Corporation  (Oliver  Iron  Mining 
Company)  of  913,000,000  tons  included  a  large  tonnage  acquired 
since  the  Corporation  had  been  organized.  Thus,  during  this  inter- 
val, the  Corporation  had  acquired  the  Chemung  properties,  with  an 
estimated  reserve  of  many  millions  of  tons;  the  Union- Sharon  prop- 
erties ;  and,  much  more  important  still,  a  large  tonnage  by  lease  from 
the  Great  Northern  Railway  Company. 

This  total  compiled  by  the  Minnesota  Tax  Commision  did  not,  of 
course,  include  the  holdings  of  the  Corporation  on  the  older  ranges 

1  In  this  estimate  no  distinction  appears  to  have  been  made  between  the  value  of  fee 
and  leasehold  properties.      (See  p.  206.) 
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in  Michigan  and  Wisconsin.  However,  according  to  the  records  of 
the  Corporation,  by  far  the  greater  part  (over  85  per  cent,  not  in- 
cluding the  Great  Northern  ore)  of  its  Lake  ore  reserves  in  1907  were 
in  ^Minnesota,  and  chiefly  on  the  Mesabi  Range. 

In  view  of  the  foregoing  evidence  and  of  the  fact  that  as  late  as  the 
middle  of  1902  officials  of  the  Steel  Corporation  themselves  reckoned 
on  a  tonnage  of  700,000,000  tons,  any  estimate  above  this  figure  for 
the  Corporation's  ore  holdings  on  April  1,  1901,  must  obviously  be 
rejected.  A  somewhat  lower  estimate  might,  indeed,  be  justified,  but 
it  has  been  deemed  better  to  use  this  figure. 

Propoetioxs  or  fee  and  leased  ore. — ]\luch  of  the  ore  property  of 
the  Steel  Corporation  was  merely  leased  and  not  owned  in  fee.  The 
value  of  the  fee  of  an  ore  deposit  (where  the  ore  is  not  subject  to  lease 
or  to  other  incumbrance)  is,  of  course,  the  price  at  which  such  fee 
could  be  sold,  and  in  such  case  that  jorice  would  represent  the  total 
value  of  the  ore  in  the  ground.  In  the  case  of  a  mining  lease,  how- 
ever, the  lessee  simply  secures  the  right  to  mine  the  ore  as  it  lies  in 
the  ground,  on  payment  of  a  certain  sum  per  ton  for  the  ore  as  he 
mines  and  ships  it,  this  charge  being  known  as  a  "royalty;  "  the 
rates  of  royalty  vary  more  or  less  with  particular  conditions,  such 
as  the  location  of  the  mine,  and  more  especially  with  the  quality  of 
the  ore.  It  should  be  clearly  understood  that  the  value  of  such  a 
leasehold  can  not  be  measured  by  the  royalty,  but  instead  is  the  jDriee 
at  which  this  mere  right  to  mine  the  ore  can  be  sold  or  transferred 
to  another  party.  In  some  cases  such  leaseholds  do  not  have  any 
transfer  value  whatever.  This  is  shown  by  the  fact  that  such  leases 
are  sometimes  renewed  at  lower  rates  of  royalty  than  those  originally 
stipulated.  On  the  other  hand,  many  leases  have  been  transferred 
at  a  premium,  or,  as  it  is  termed,  a  "  bonus,"  over  and  above  the 
stipulated  rate  of  royalty.  Frequently  such  bonus  payments  are  in- 
tended to  cover  improvements  to  mining  property.  In  so  far  as  they 
are  paid  on  account  of  the  ore  alone  as  distinct  from  improvements, 
such  bonus  joayments  may  be  regarded  as  measuring  the  value  of  the 
mining  privilege  itself,  at  the  stipulated  rate  of  royalty. 

In  other  cases,  instead  of  a  cash  bonus,  such  leases  are  transferred 
on  payment  of  an  additional  or  increased  royalty.     (See  p.  216.) 

It  will  be  seen,  therefore,  that  the  idea  frequently  encountered, 
that  the  royalty  paid  by  the  lessee  indicates  the  value  of  his  leasehold 
interest  in  the  ore,  is  entirely  erroneous;  such  royalties  as  are  actually 
paid  out  are  a  part  of  the  operating  cost,  like  the  payments  made 
for  labor,  materials,  etc.  The  royalty  thus  being  an  operating  cost, 
it  is  obvious  that  so  far  as  unmined  ore  in  the  ground  is  concerned 
such  a  cost  can  in  no  sense  be  regarded  as  involving  an  investment. 
This  royalty  charge,  in  fact,  becomes  a  part  of  the  investment  only 
as  other  cost  items  do,  namely,  to  the  limited  extent  to  which  it  may 
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enter  into  ore  which  has  actually  been  extracted  and  carried  in  in- 
ventories at  a  given  time. 

This  matter  of  ore  leases  is  discussed  in  more  detail  in  sections  12 
and  13. 

As  will  be  shown  in  detail  (see  pp.  239-231),  the  value  per  ton  in 
1901  of  ore  held  in  fee  was  much  greater  than  the  value  per  ton  of 
leasehold  interests.  The  fact  that  a  large  proportion  of  the  Steel 
Corporation's  holdings  of  ore  in  1901  was  merely  leased  has,  there- 
fore, an  important  bearing  upon  the  aggregate  value  of  those  hold- 
ings. The  exact  proportions  of  the  tonnages  of  fee  ore  and  of  leased 
ore  to  the  total  estimated  deposit  of  700,000,000  tons  in  1901  can  not 
be  stated,  but  apparently  considerably  less  than  one-half  the  entire 
quantity  was  owned  in  fee.  A  study  of  estimated  tonnages  of  some 
of  the  more  important  mines  of  the  Corporation  in  1904  indicates 
that  not  over  one-third  of  the  total  holdings  at  that  time  was  owned 
in  fee.  Moreover,  it  is  known  that  this  was  about  the  proportion  at  a 
somewhat  later  date.  Since,  however,  exact  data  are  not  available 
for  1901,  the  Bureau,  in  order  to  a^'oid  possible  undervaluation  in 
its  calculations,  has  assumed  that  one-half  the  total  holdings,  or 
350,000,000  tons,  was  owned  in  fee. 

Having  thus  determined  the  total  tonnage  of  the  ore  holdings  of 
the  Corporation  in  1901,  the  discussion  of  the  value  of  this  ore  prop- 
erty by  the  three  methods  outlined  on  page  203  will  be  taken  up 
and  in  the  order  there  shown. 

Section  10.  Value  of  Steel  Corporation's  fee  ore  property  as  indicated  by 
prices  paid  for  ore  mines  in  fee  by  constituent  companies  in  1899 
and  1900. 

Nearly  all  of  the  Steel  Corporation's  original  ore  property  was 
purchased  in  connection  with  the  other  property  of  the  constituent 
concerns  through  acquisition  of  their  stocks,  and  apparently  no  spe- 
cific portion  of  the  purchase  price  was  allotted  to  it.  The  prices 
paid  for  this  ore  property  by  the  constituent  concerns  themselves 
are  known  in  only  a  few  cases.  Howe-\'er,  with  respect  to  purchases 
of  fee  ore  (which  is  the  subject  of  the  immediate  discussion)  made  in 
the  early  or  middle  nineties,  the  figures  of  original  cost,  even  if 
a\ailable,  would  be  of  very  little  service  in  preparing  an  estimate  of 
the  value  of  the  same  properties  in  April,  1901.  It  is  obvious  that 
the  price  originally  paid  for  a  mining  property  in  fee  does  not  neces- 
sarilv  or  even  probably  have  any  close  correspondence  to  the  subse- 
([uent  value  after  exploration  and  develoiDment.  While  as  a  rule 
the  extent  and  therefore  the  value  of  iron-ore  deposits  can  be  more 
accurately  tletermined  than  that  of  many  other  minerals,  nevertheless 
there  have  been  repeated  instances  where  iron-mining  properties  in 
the  Lake  Superior  region  originally  purchased  for  very  small  con- 
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siderations  have  later  sold  for  great  sums.  On  the  other  hand,  mines 
for  which  considerable  sums  were  paid  have  been  abandoned  after 
exploration.  It  is  apparent,  therefore,  that  the  value  of  the  fee  ore 
of  the  Steel  Corporation  in  1901  can  not  be  satisfactorily  determined 
by  a  study  of  the  original  cost  of  such  ore  to  its  constituent  concerns, 
especially  where  those  concerns  acquired  the  ore  several  years  prior 
to  that  date. 

The  prices  paid  in  1899  and  1900  by  the  constituent  companies  of 
the  Steel  Corporation,  however,  are  entitled  to  consideration.  It  is 
true  that  such  prices  may  have  been  either  very  much  in  excess  or 
very  greatly  below  the  value  of  these  properties  as  determined  by 
subsequent  exploration  and  development,  but  at  any  rate  the  prices 
paid  by  these  large  interests  in  1899  and  1900,  when  competition  for 
ore  property  by  steel  concerns  was  exceedingly  keen,  must  be  regarded 
as  a  full  expression  of  the  valuation  placed  upon  them  at  that  time, 
and  they  thus  afford  some  idea  of  the  value  of  ore  in  the  ground  gen- 
erally. For  this  reason  it  is  desirable  to  examine  the  prices  named 
in  a  few  such  fee  transfers  of  important  iron-mining  properties  in 
1809  and  1900. 

The  American  Steel  and  Wire  Company  purchased  a  number  of 
mines  in  1899  and  1900.  The  most  important  of  these  was  the  Saun- 
try,  which  w&s  secured  in  fee  for  $700,000  in  cash.  This  mine  con- 
tained a  \ery  large  tonnage  of  ore,  currently  estimated  at  fully 
2r),000,000  tons.  The  Steel  and  Wire  company,  in  fact,  in  an  official 
statement  to  the  New  York  Stock  Exchange  in  August,  1899,  stated 
that  the  mine  "  measured  up  between  45,000,000  and  50,000,000  tons 
of  ore,"  and  that  the  company  had  estimates  running  as  high  as 
80,000,000  tons.  Again,  before  the  Industrial  Commission  in  Novem- 
ber, 1899,  John  W.  Gates,  chairman  of  the  Steel  and  Wire  concern, 
said  of  this  purchase : 

We  bought  one  tract  this  spring;  we  paid  $700,000  for  it;  we 
had  the  ore  measured  up  in  that  tract,  and  it  measures,  according 
to  the  figures  of  one  of  the  best  experts  in  this  country,  83,000,000 
tons  of  ore.  I  suppose  that  ore  would  sell  to-day  for  two  or 
three  million  dollars. 

While  only  a  small  portion  of  this  ore  was  Bessemer,  the  mine 
was  a  very  desirable  one.  The  iron  content  was  fairly  high  at  about 
.58  per  cent  for  dried  ore.  It  will  be  seen  that  on  the  basis  of  the 
original  estimate  of  25,000,000  tons  the  average  cost  per  ton  would  be 
less  than  3  cents.  Furthermore,  it  is  important  to  note  that  JNIr. 
Gates,  although  testifying  (evidently  in  optimistic  vein)  during  one 
of  the  most  extraordinary  booms  ever  known  in  the  iron  and  steel 
industry,  placed  the  value  of  this  ore  body,  after  the  tonnage  had  been 
estimated  by  an  expert  at  83,000,000  tons,  at  not  over  $3,000,000,  or  at 
less  than  4  cents  per  ton. 
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In  1899  the  Oliver  Iron  Mining  Company  purchased  the  Security 
Land  and  Exploration  Company  for  $300,000.  This  company  owned 
the  Sparta,  Genoa,  and  Towanda  mines,  as  well  as  considerable  other 
mining  land.  A  portion  of  the  property  was  leased,  but  it  was  cur- 
rently estimated  in  trade  journals  that  the  Oliver  Iron  Min,ing  Com- 
13any  in  this  purchase  acquired  not  less  than  6,000,000  tons  of  ore  in 
fee,  and  possibly  twice  that  amount,  aside  from  the  leasehold  interests 
on  additional  tonnage.  Leaving  out  of  consideration  the  leased  ore, 
on  which,  of  course,  a  royalty  would  have  to  be  paid,  and  accepting 
the  lower  estimate  of  the  tonnage  owned  in  fee,  this  f)urchase  price 
would  still  amount  to  only  5  cents  per  ton,  this,  moreover,  including 
some  improvements. 

In  1900  the  Sharon  Steel  Company  purchased  in  fee  the  Sharon 
mine,  in  Minnesota,  for  $150,000.  This  mine  contained  a  large  ton- 
nage of  high-grade  ore. 

This  Sharon  transaction  undoubtedly  Was  an  exceptionally  for- 
tunate one  for  the  buyers.  However,  prices  paid  for  many  mines 
transferred  in  fee  at  this  time  were  equivalent  on  the  tonnage  as  then 
estimated  to  only  a  few  cents  per  ton. 

In  this  connection  the  following  excerpt  from  a  brief  filed  against  a 
tonnage-tax  bill  in  the  house  of  representatives  of  the  Minnesota 
legislature  in  1909  by  the  delegation  from  St.  Louis  County  (a  large 
number  of  the  mines  of  the  Mesabi  Eange  being  in  this  county)  may 
be  noted: 

The  cheapest  sales  of  fee  ore  we  ever  knew  were  for  less  than 
1  cent  per  ton.  The  highest  that  we  ever  knew  were  for  15 
cents  per  ton.  There  may  have  been  sales  at  a  higher  price,  hut 
we  have  never  known  of  one,  and  upon  inquiry  can  learn  of 
none} 

This  positive  and  deliberate  statement,  coming  from  a  delegation 
of  men  representing  the  richest  iron-ore  mining  section  of  the  country, 
is  certainly  entitled  to  much  consideration,  even  though  it  may  not 
be  an  exact  indication  of  maximum  ore  values.  Furthermore,  this 
statement  was  made  in  1909,  or  eight  years  after  the  organization  of 
the  Steel  Corporation,  during  which  interval  there  had  been  a  con- 
siderable appreciation  in  values  of  ore  property. 

In  vieAv  of  this  emphatic  statement,  and  in  view  of  the  preceding 
e\idence  that  large  deposits  of  ore  were  purchased  in  fee  as  late  as 
1899  and  1900  for  a  few  cents  per  ton,  there  can  be  little  doubt  that 
an  estimate  of  15  cents  per  ton  as  the  average  value  of  even  the  fee 
ore  of  the  United  States  Steel  Corporation  at  its  organization  would 
be  excessive.    At  15  cents  per  ton  the  estimated  700,000,000  tons  of 

1  Italics  by  Bureau.  It  Is  possible  tliat  this  statement  liad  reference  to  Minnesota  ore 
properties  only  and  did  not  apply  to  the  old  range  ores  of  Michigan,  but  since  the  great 
bulk  of  the  Corporation's  ore  was  in  Minnesota  this  is  not  an  important  matter. 
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ore  controlled  by  the  Steel  Corporation  (including  fee  property  and 
leaseholds)  would  have  been  worth  $105,000,000  to  the  fee  owners, 
and,  of  course,  less  than  this  for  the  interest  of  the  Steel  Corpora- 
tion therein,  because  it  owned  only  a  part  of  this  tonnage  in  fee.  In 
the  same  way^  at  an  average  valuation  of  10  cents  per  ton,  the  \alue 
of  this  ore  body  to  the  fee  owners  would  have  been  $70,000,000,  and 
at  5  cents  a  ton  $35,000,000. 

These  estimates  do  not  allow  for  improvements  to  mining  proper- 
ties; that  is,  for  the  investment  in  opening  up  the  mines  (such  as 
stripping  the  overburden,  the  construction  of  shafts,  galleries,  etc.), 
and  in  mining  structures  and  equipment.  The  total  book  investment 
of  the  Steel  Corporation's  subsidiary  companies  in  such  improve- 
ments in  April,  1901,  was  about  $9,000,000.  Taking  the  value  of  the 
ore  in  the  ground  at  an  average  of  5  cents  per  ton,  the  total  .value  of 
the  ore  property  to  the  fee  owners  in  1901,  including  this  investment 
in  improvements,  would  have  been  about  $44,000,000.  Allowing  10 
cents  per  ton  for  the  ore  and  again  adding  the  improvements,  the 
total  value  would  have  been  about  $79,000,000. 

These  calculations,  as  just  stated,  however,  do  not  indicate  the 
value  of  this  ore  property  to  the  Steel  Corporation  for  the  reason 
that  only  a  portion  of  its  holdings  were  owned  in  fee,  that  portion 
having  been  estimated  at  only  one-half  the  total.  It  is  unnecessary 
to  complete  the  present  computation  by  making  an  adjustment  on 
account  of  leasehold  properties,  because  the  second  and  tliird  methods 
of  valuation  of  the  entire  property  presented  in  the  following  sec- 
tions afford  a  much  more  satisfactory  basis  for  arriving  at  definite 
conclusions.  But  it  should  be  clearly  understood  that  the  value  of  the 
Corporation's  interest  in  this  ore  would  be  considerably  reduced  if 
allowance  were  made  for  the  fact  that  much  of  its  ore  was  simply 
leased.  (See  note,  p.  231.)  It  is,  however,  worth  noting  that  even 
if  the  Steel  Corporation  had  owned  the  entire  700,000,000  tons  of  its 
ore  in  fee  the  total  value  at  the  extreme  figure  reported  by  well-in- 
formed mining  interests  as  late  as  1909 — 15  cents  per  ton — and 
including  improvements,  would  have  been  only  $114,000,000. 

Section  11.     Value  of  Steel  Corporation's  ore  property  as  indicated  by 
prices  paid  by  the  Corporation  for  certain  parcels  of  its  ore. 

The  second  method  of  determining  the  value  of  the  Steel  Corpora- 
tion's ore  holdings  is  based  upon  the  prices  paid  by  the  Corporation 
itself  for  some  of  its  principal  ore  properties.  As  already  pointed 
out,  most  of  the  ore  property  acquired  by  the  Steel  Corporation  at 
or  about  the  time  of  its  organization  was  not  bought  separately,  but 
was  included  with  other  property  acquired  by  the  purchase  of  capi- 
tal stocks  of  the  constituent  concerns.    In  most  such  purchases  there 
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apparently  was  no  appraisal  of  the  different  classes  of  property,  and 
no  allotment  of  any  specific  part  of  the  purchase  price  to  cover  the 
ore.  In  some  cases,  however,  it  is  possible  to  determine  approximately 
the  portion  of  the  purchase  price  which  may  fairly  be  considered  as 
paid  for  the  ore  property  by  itself. 

In  making  any  such  study  of  indicated  prices  for  ore  property 
which  the  Steel  Corporation  paid  for  in  its  own  securities,  it  is  im- 
perative to  bear  in  mind  that  the  valuations  thus  ariived  at  are  al- 
most certain  to  be  excessive.  The  analysis  of  property  valuations 
given  in  Chapter  II  clearly  indicates  that  the  Steel  Corporation 
issued  its  securities  at  a  rate  far  in  excess  of  the  market  value  of  the 
tangible  property  acquired,  and  that  this  was  also  almost  invariably 
true  of  the  constituent  concerns  themselves.  In  the  case  of  most  of 
the  constituent  concerns  the  evidence  indicates  that  the  par  value 
of  the  preferred  stock  alone  represented  the  full  value  of  the  prop- 
erty acquired.  However,  in  most  cases  the  market  value  of  the  pre- 
ferred and  common  stock  taken  together  (even  though  the  common 
stock  frequently  sold  at  only  a  small  fraction  of  the  par  value)  was 
usually  considerably  in  excess  of  the  par  value  of  the  preferred  alone. 
In  other  words,  the  mere  combining  of  such  properties  imparted  a 
value  to  them  collectively  which  exceeded  their  aggregate  value  oper- 
ating separatel}'  and  in  competition  with  one  another.  This  increase 
in  valuation  merely  as  a  result  of  consolidation,  while  partly  due  to 
economies  effected  thereby,  must  in  a  measure  be  regarded  as  the 
result  of  monopolistic  or  concentrated  control.  Similarly,  the  market 
value  of  the  Steel  Corporation's  securities  was  from  the  start  very 
greatly  in  excess  of  the  combined  market  valuation  of  the  securities 
of  the  constituent  companies.  (See  p.  24-2.)  This  is  chiefly  because 
merger  and  monopolistic  values  were  created  by  the  formation  of  the 
vSteel  Corporation  which  were  reflected  in  the  market  value  of  the 
securities  issued  for  the  properties  acquired.  Therefore,  the  price 
paid  by  the  Steel  Corporation  in  its  own  securities,  even  when  re- 
duced to  the  basis  of  market  value,  exaggerates  the  real  value  (apart 
from  merger  value)  of  the  property  acquired  thereby.  A  study  of 
values  by  this  method  is  nevertheless  of  service,  since  the  resulting 
valuation  arrived  at  must  be  regarded  as  fixing  a  maximum  figaire  for 
this  portion  of  the  ore  property. 

Purchase  of  Lake  Superior  CoNSOLiDA'rED  Iron  ]\Iines. — A  cal- 
culation of  the  value  of  the  Corporation's  ore  property  may  be  made 
in  the  case  of  the  Lake  Superior  Consolidated  Iron  Mines,  which,  as 
already  shown,  had  enormous  ore  holdings  in  the  Lake  region,  aside 
from  an  extremely  valuable  ore  railroad.  Its  ore  holdings  were  offi- 
cially stated  in  1901  (see  p.  204)  at  from  300,000,000  to  upward  of 
400,000,000  tons,  and  probably  constituted  two-fifths  of  the  total  of 
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the  Stet4  Corporation  at  that  time,  and  perhaps  more.^  Furthermore, 
many  of  the  mines  oi  the  Lake  Superior  C'onsolidaterl  conci'm  Avere 
exceptionally  well  located  and  contained  ore  of  very  high  grade. 
The  quality  of  the  ore  properties  of  this  compaiiy  as  a  whole  was 
certainly  equal  to  the  average  quality  of  all  the  ore  properties  ac- 
quired by  the  Steel  Corporation,  while  the  proportion  of  the  fee  ore 
apparently  was  higher  than  for  the  other  ore  property  of  the  Corpo- 
ration. By  determining  a  valuation  for  so  large  a  fraction  of  the 
total,  therefore,  it  is  possible  to  arrive  at  an  ai:)proximate  valuation, 
or  at  least  a  maximum  valuation,  of  the  entire  holdings  of  the  Cor- 
poration. 

^s  shown  in  Table  4,  on  i)age  IKi,  tlie  Ignited  States  Steel  Corpo- 
ration issued,  roughly,  $39,700,000  of  its  preferred  stock  (par  value) 
and  a  like  amount  of  its  common  stock,  or  a  total  of  $79,400,000  (par 
value)  for  $29,413,905  of  the  stock  of  the  Lake  Superior  Consolidated 
Iron  JNIines.  The  average  price  of  the  preferred  stock  of  the  Steel 
Corporation  during  the  first  year  of  its  existence  was  94  and  the 
average  price  of  the  common  44.  On  this  basis  the  amounts  of  United 
States  Steel  stock  issued  for  the  Lake  Superior  Consolidated  prop- 
erty would  have  been  worth  approximately  $55,000,000.  ^Vhile  this 
was  substantially  the  amount  obtainable  by  the  vendors,  it  undoubt- 
edly far  exceeded  any  price  which  the  purchasers  would  have  been 
willing  to  pay  in  actual  cash.  Moreover,  as  just  shown,  such  prices 
in  securities,  even  when  reduced  to  the  basis  of  actual  market  value, 
undoubtedly  include  what  was  in  effect  a  premium  paid  to  get  greater 
control  of  the  ore  situation,  and  thus  exaggerate  a  fair  market  valua- 
tion of  the  property  if  sold  under  ordinary  competitive  conditions. 

If  the  property  of  the  Lake  Superior  Consolidated  Iron  Klines 
had  consisted  exclusively  of  ore,  this  figure  of  $55,000,000  woidd, 
of  course,  represent  the  cash  equivalent  amount  received  therefor. 
However,  in  addition  to  its  ore  the  Lake  Superior  Consolidated  Iron 
IMines  owned  $2,512,.-»00  capital  stock  and  $2,305,000  bonds  of  the 
Duluth,  ]Missabe  and  Xorthern  Eailway,  or  a  total,  par  value,  of 
$4,817,500.  As  pointed  out  in  the  analysis  of  this  railroad  property 
(p.  192),  there  is  reason  to  assume  that  these  securities  were  sub- 
stantially covered  by  tangible  value  alone,  while  the  high  earning 
power  of  the  road  undoubtedly  gave  the  stock  a  value  well  in  excess 
of  the  value  of  the  tangible  assets  back  of  it.  Its  average  earnings 
in  1900  and  1901  were  at  the  rate  of  over  50  per  cent  on  its  capital 
stock.  Furthermore,  this  railroad,  on  June  30,  1901,  reported  a 
surplus  of  $3,.")9.'),500.  The  surplus  of  the  road  on  April  1,  1901, 
when   the   Steel   Corporation   was   organized,   has  been   assumed    at 

^  It  may  he  pointed  out  that  a  computation  by  the  Corporation  in  1008  placed  the  total 
amount  of  ore  of  the  Lake  Superior  Consolidated  Iron  Mines  on  April  1,  1901,  at  about 
487,000,000  tons.  Since,  however,  this  estimate  was  prepared  by  working  backward  from 
the  estimated  reserve  in  1908,  the  Bureau  has  used  the  lower  estimates  previously  made. 
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$3,000,000  as  undoubtedly  a  conservative  figure.  The  further  fact 
should  be  noted  that  this  railroad  company  had  long-term  contracts 
for  the  transportation  of  the  ore  taken  from  the  Lake  Superior  Con- 
solidated company's  mines.  The  ore  rate  on  this  road  was  so  high 
as  to  insure  a  liberal  profit  on  its  transportation.  Furthermore,  it 
was  altogether  probable  that  the  volume  of  the  ore  business  would 
increase  in  the  future  with  the  expansion  of  the  iron  and  steel  in- 
dustry. 

It  can  not  reasonably  be  doubted  that  the  Steel  Corporation,  in 
fixing  a  price  on  the  Lake  Superior  Consolidated  Iron  Mines  as  a 
whole,  was  influenced  by  the  great  earning  power,  present  and  pros- 
pective, of  this  railroad  property  and  the  great  advantage  of  con- 
trolling it.  In  order,  however,  not  to  underestimate  the  value  of  the 
ore,  the  value  of  the  railroad  property  will  be  assumed  at  only  the 
par  of  the  securities  owned  by  the  Lake  Superior  Consolidated  Iron 
Mines  plus  $3,000,000,  for  surplus,  or  a  total  of  $7,817,500. 

Since  it  is  obviously  impossible  to  say  how  much  the  purchasers  of 
the  Lake  Superior  Consolidated  Iron  Mines  would  have  been  willing 
to  pay  for  the  railroad  alone  and  how  much  for  the  ore  property,  it 
has  been  assumed  that  that  portion  of  the  Lake  Superior  Consoli- 
dated Iron  Mines  stock  which  may  be  considered  as  representing  its 
investment  in  the  railroad  property  was  this  amount  of  $7,817,500 
and  that  this  railroad  property  and  the  ore  property  received  the 
same  terms,  viz,  $135  in  United  States  Steel  preferred  and  $135  in 
United  States  Steel  common  stock  for  each  $100  par  value  of  Lake 
Superior  Consolidated  stock.  This  assumption  is  reasonable  in  view 
of  the  enormous  earning  power  of  the  road  and  the  greatly  increased 
control  of  the  ore  situation  which  would  result  to  the  Steel  Corpora- 
tion from  its  acquisition.  Since  the  par  value  of  the  railroad  securi- 
ties owned  by  the  Lake  Superior  Consolidated  Iron  Mines,  namely, 
$4,817,500  plus  $3,000,000  for  surplus,  amounted  to  $7,817,500,  the 
total  stock  of  the  Steel  Corporation  which  may  be  regarded  as  issued 
for  this  railroad  property  would  have  been  135  per  cent  of  this 
amount  in  common  and  in  preferred,  or  $10,553,625,  par  value,  of 
each  class.  The  Steel  Corporation  issued  in  all  $39,708,771  of  each 
class  of  its  stock  to  acquire  $29,413,905  stock  of  the  Lake  Superior 
Consolidated  Iron  Mines  (this  being  the  entire  issue  then  outstand- 
ing except  $10,689).  It  follows  on  the  above  assumption,  therefore, 
that  the  amount  issued  for  the  ore  propert}^  alone  may  be  considered 
as  the  difference  between  this  total  amount  and  the  amount  issued  for 
the  railroad  property,  or  $29,155,146  of  each  class. 

At  the  average  prices  of  the  stocks  of  the  Steel  Corporation  during 
the  first  year  after  its  organization  (94  for  the  preferred  and  44  for 
the  common),  the  preferred  stock  here  assumed  to  have  been  issued 
for  the  ore  property  would  have  been  worth  $27,405,837,  and  the 
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common  stock  $12,828,204,  a  total  of  $40,234,101.  This  total  may  be 
considered  as  substantially  the  amount  obtained  (or  obtainable  if 
they  sold  their  United  States  Steel  stock)  by  holders  of  the  Lake  Su- 
perior Consolidated  Iron  Mines  stock  for  their  ore  property.  It 
should  be  repeated  that  this  \aluati6n  must  be  considered  as  a  maxi- 
mum limit  and  probably  distinctly  excessive.  As  just  shown,  each 
$100  par  value  of  the  stock  of  the  Lake  Superior  Consolidated  con- 
cern received  $135  in  United  States  Steel  preferred,  and  $135  in  com- 
mon stock,  a  total  of  $270  at  par,  the  market  value  of  which  was  $186 
(based  on  the  average  prices  for  a  year) ,  whereas  during  the  late  nine- 
ties the  stock  of  the  Lake  Superior  Consolidated  company  had  fre- 
quently sold  at  very  much  below  par  and  apparently  had  not  sold 
above  $75  per  share  up  to  the  close  of  1900.  It  should  be  taken  into 
account  that  the  scattered  transactions  in  the  stock  in  1900  (particu- 
larly in  view  of  the  fact  that  the  company  had  neither  paid  dividends 
nor  published  annual  reports)  may  not  have  fairly  represented  its 
real  value.  It  is  incredible,  however,  that  the  great  increase  in  price 
represented  by  the  terms  on  which  the  stock  was  purchased  by  the 
Steel  Corporation  can  be  explained  on  the  ground  that  the  value 
of  the  property  had  not  previously  been  recognized.  Instead,  a  large 
part  of  this  great  increase  in  market  valuation  must  be  attributed  to 
the  fact  that  the  vendors  were  in  a  position  to  dictate  their  own  terms 
and  that  the  purchasers  were  willing  to  pay  an  excessive  price 
because  of  the  control  of  ore  and  transportation  thereby  secured. 

The  average  prices  per  ton  for  ore  indicated  by  this  total  price  of 
$40,234,000  for  the  Lake  Superior  Consolidated  ore  property  are  as 
follows : 

Indicated  amount  received  for  ore  property  of  Lake  Superior  Con- 
solidated Iron  Jlines  (leaseholds,  fee  mines,  and  improvements)-  $40,  234,  000 

On  basin  of  300,000,(1(10  tons  this  equals cents  per  ton..  13.4 

On  basis  of  400,000,000  tons  this  equals do 10.  0 

These  indicated  prices  per  ton  are  not  simply  the  prices  of  ore  and 
leaseholds  alone,  since  the  total  price  on  which  these  computations  are 
based  included  improvements  to  mining  property  as  well.  It  should 
be  kept  in  mind  that  the  proportion  'of  fee  holdings  of  the  Lake  Su- 
peror  Consolidated  concern  to  its  total  ore  property  appears  to  have 
been  larger  than  that  for  the  entire  ore  property  of  the  Steel  Cor- 
poration, so  that  for  this  reason  also  results  obtained  from  the  use  of 
these  figures  for  this  particular  purchase  are  rather  too  liberal  to  the 
value  of  the  Corporation's  investment  in  ore.  Thus  almost  the  entire 
ore  holdings  of  the  Carnegie  interests  were  in  the  form  of  leases  and 
not  owned  in  fee. 

Taking  the  average  value  per  ton  indicated  above  by  using  the 
minimum  estimate  of  tonnage  (300,000,000  tons) — that  is,  the  average 
of  13.4  cents  per  ton — the  indicated  value  of  the  entire  ore  property  of 
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the  CoriDoration  (700,000,000  tons),  if  purchased  on  the  same  terms, 
would  have  been  approximately  $94,000,000,  this  including  fee  prop- 
erties, leaseholds,  and  improvements.  On  the  basis  of  10  cents  per 
ton  (indicated  by  the  use  of  an  estimate  of  400,000,000  tons  for  the 
Lake  Superior  Consolidated  ore  holdings) ,  the  indicated  value  of  the 
entire  property  would  have  been  only  $70,000,000. 

It  should  be  repeated  that  the  valuations  of  the  entire  ore  property 
of  the  Corjooration  in  1901  arrived  at  by  this  method  probably  exag- 
gerate a  fair  valuation  at  that  time,  since  thej'  are  based  ujoon  a  price 
paid  for  a  portion  of  the  total,  which  has  been  shown,  for  several 
reasons,  to  have  been  excessive. 

Purchase  of  Union-Sharon  ore  properties. — Some  further  light 
upon  the  value  of  ore  in  the  ground  is  furnished  by  the  terms  on 
which  the  United  States  Steel  Corporation  acquired  the  properties 
of  the  Union  and  Sharon  steel  companies.  These  concerns  were  jJur- 
chased  in  the  latter  part  of  1002,  payment  being  made  through  the 
guarantee  of  bonds  issued  against  these  properties.  The  total  ore 
tonnage  acquired  in  this  transaction  was  officially  estimated  in  the 
annual  report  of  the  Steel  Corporation  for  1902  at  "  approximately 
40,000,000  tons."  This  substantially  agrees  with  estimates  by  trade 
authorities  which  placed  the  ore  reserves  of  the  Sharon  Steel  Com- 
pany at  about  21,000,000  tons  and  those  of  the  Union  Steel  Company 
at  about  20,000,000  tons. 

For  the  Sharon  mining  property  the  Steel  Corporation  paid,  ac- 
cording to  its  own  figures,  $4,400,000.  This  mine  was  acquired  in 
fee,  so  that  based  upon  an  estimate  of  20,000,000  tons,  the  average  cost 
to  the  Steel  Corporation  was  22  cents  per  ton. 

For  the  Union  Steel  Company's  ore  properties,  which  included  the 
Penobscot  mine,  owned  in  fee,  and  the  Donora  and  Sweeney  mines, 
which  were  merely  leased,  the  Steel  Corporation  paid  $4,150,507.  On 
the  basis  of  say  20,000,000  tons,  the  average  cost  per  ton — treating  fee 
and  leased  ore  as  a  unit — would  be  about  20^  cents.  Had  it  all  been 
acquired  in  fee,  it  is  fair  to  assume  that  the  total  cost  would  have 
been  somewhat  greater  than  the  figure  above  given,  which  represents 
the  price  paid  for  that  portion  of  the  ore  bought  in  fee  plus  what 
was  practicalljr  only  a  bonus  for  the  right  to  mine  ore  from  the  other 
mines  at  a  royalty. 

The  above  prices  included  i^ayment  for  some  construction  work 
and  mining  improvements. 

These  jarices  are  considerably  above  the  average  prices  indicated 
in  the  preceding  discussion.  However,  the  price  paid  for  these  ore 
properties  admittedly  represented  a  substantial  profit  to  the  vendors. 
President  Schwab,  of  the  Steel  Corporation,  in  the  annual  report 
for  1902,  said  of  this  Union-Sharon  purchase  that  the  acquisition 
was  effected  "  on  the  basis  of  actual  cost  of  the  properties  to  the 
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vendors,  except  as  to  certain  ore  and  coal  property  and  other  lands, 
and  as  to  them  on  a  basis  not  exceeding  actual  present  value." 

In  another  oiScial  statement  Chairman  Gary  stated  that  the  profit 
of  the  vendors  in  the  transaction  arose  solely  from  their  profit  in  oper- 
ating their  plants  to  the  date  of  purchase  and  in  the  increased  value 
of  their  ore,  coal,  and  real  estate  which  had  been  purchased  some  time 
previously. 

In  the  case  of  the  Sharon  Steel  Company,  this  profit  was  an  ex- 
ceedingly liberal  one.  Its  Sharon  mine,  as  previously  stated,  origi- 
nally cost  (in  1900)  only  about  $150,000.  This  sum  covered  the  entire 
ore  tonnage  of  the  Sharon  concern,  so  that  after  allowing  for  the  mod- 
erate expenditure  for  improvements  to  the  mine,  the  profit  on  this 
sale  apparently  was  in  the  neighborhood  of  $4,000,000.  Of  course, 
the  mine  at  the  time  it  was  purchased  by  the  Steel  Corporation  was 
worth  very  much  more  than  the  Sharon  Steel  Company  had  origin- 
ally paid  for  it,  since  the  extent  of  the  deposit  proved  to  be  far  in 
excess  of  the  original  expectations. 

A  further  point  to  emphasize  in  all  this  discussion,  however,  is 
that  the  liberal  price  for  this  Sharon  property  was  paid  more  than 
eighteen  months  after  the  organization  of  the  United  States  Steel 
Corporation,  during  which  interval  the  value  of  iron  ore  lands  had 
enhanced,  partly,  no  doubt,  because  of  the  obvious  policy  of  the 
Corporation  and  of  other  large  steel  concerns  to  extend  their  hold- 
ings of  ore  proioerty.  Despite  these  conditions,  the  price  paid  for  the 
Sharon  mine  figures  out  only  about  22  cents  per  ton. 

A  still  more  important  matter  is  that  the  price  paid  for  the  Union- 
Sharon  properties  as  a  whole  was  influenced  by  the  fact  that  the 
Steel  Corporation  by  this  purchase  removed  what  threatened  to  be 
a  troublesome  and  powerful  competitor  from  the  field.  As  shown 
later,  the  interests  back  of  the  Union-Sharon  concern — among  whom 
was  II.  C.  Frick — were  very  strong  and  aggressive.  Since  the  manu- 
facturing properties  of  the  Union  and  Sharon  steel  companies  were 
admittedly  paid  for  only  on  a  cost  basis,  it  follows  that  any  payment 
thus  made  with  a  view  to  removing  competition  really  went  into  the 
price  paid  for  ore  property  and  other  natural  resources;  most  of  it 
went  against  the  ore.  (See  p.  283.)  Therefore,  the  price  nominally 
paid  for  the  ore  was  in  reality  paid  both  for  the  ore  and  the  elimina- 
tion of  competition,  and  can  not  properly  be  calculated  as  for  the  ore 
alone.  The  fact  that  in  the  face  of  all  these  conditions  the  price  paid 
for  the  fee  of  this  Sharon  mine  at  the  close  of  1902  was  only  about  22 
cents  per  ton  indicates  that  the  valuation  of  13.4  cents  per  ton  in- 
dicated by  the  discussion  of  the  Lake  Superior  Consolidated  pur- 
chase, which  covered  a  large  amount  of  leased  ore,  is  at  least  suffi- 
ciently high  to  represent  an  average  for  the  entire  ore  property  of 
the  Corporation  in  April,  1901. 
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Section  12.  Value  of  fee  ore  as  indicated  by  calculations  of  "present 
worth  "  of  royalties  on  leased  ore. 

A  third  method  of  estimating  the  value  of  the  fee  ore  property  of 
the  Steel  Corporation  in  1901  is  to  compute  the  present  worth  at  that 
time  on  the  basis  of  royalties  paid  for  leased  ore. 

As  already  explained  on  page  205,  in  the  case  of  mining  leases 
the  operator  (the  lessee)  does  not  acquire  the  ownership  of  the  min- 
ing property,  but  simply  acquires  the  right  to  fnine  the  ore  at  his 
own  expense  in  consideration  of  a  certain  stipulated  royalty  charge 
per  ton,  payable  as  the  ore  is  mined  and  shipped.  It  may  be  repeated 
that  the  value  of  such  a  leasehold  is  not  measured  by  such  royalty 
charge,  but  instead  by  the  premium  or  bonus  at  which  the  royalty 
contract  could  be  transferred  to  another  23arty.  At  the  time  when 
such  a  lease  is  originally  made  the  royalty  would  ordinarily  represent 
the  full  market  value  of  the  mining  privilege ;  that  is  to  say,  the  fee 
owner  of  ore  would  not  ordinarily  lease  an  ore  deposit  at  a  royalty 
of  25  cents  per  ton  if  the  going  rate  of  royalty  on  similar  deposits 
in  the  same  vicinity  was  any  higher.  Therefore,  if  the  original  lessee 
decided  at  once  to  sublease,  ordinarily  he  would  find  that  his  lease- 
hold had  no  transfer  value.  An  exception  to  this  might  occur  in 
cases  where  the  rate  of  royalty  was  arbitrarily  determined,  as  in  the 
case  of  Minnesota  State  leases,  which  have  been  made  at  a  uniform 
rate  of  25  cents  per  ton,  regardless  of  the  probable  quality  and  avail- 
ability of  the  ore.  Moreo\er,  royalty  contracts  made  under  ordinary 
conditions  and  originally  having  no  transfer  value  frequently  possess 
such  a  value  at  a  subsequent  date.  This  may  be  due  to  developments 
either  in  the  mine  itself,  or  in  general  conditions  of  the  mining  busi- 
ness, which  make  it  possible  to  dispose  of  the  leasehold  at  an  ad- 
vance or  premium  over  the  royalty  payable.  Such  a  premium  usually 
takes  the  form  of  a  cash  bonus ;  it  may,  however,  be  expressed  in  an 
additional  or  increased  royalty  paid  by  the  sublessee  to  the  prior 
lessee. 

Where  such  a  bonus  is  paid  for  an  unimproved  ore  property,  it 
represents  the  equity  value  in  the  ore  itself.  In  the  case  of  an  im- 
proved mine,  however,  the  bonus  is  often  paid,  either  wholly  or  in 
part,  on  account  of  such  improvements,  as,  for  instance,  shafts,  or 
stripping  of  the  overburden  from  the  ore  body.  However,  in  this 
case,  the  bonus  would  represent  the  full  transfer  value  of  the  lease- 
hold at  the  time. 

In  cases  where  a  lease  is  transferred  or  sublet  in  consideration  of 
an  increase  in  royalty  the  transfer  value  of  the  leasehold  may  be 
calculated  from  such  additional  royalty  by  the  discount  method  in 
thfe  manner  explained  below.  (See  pp.  217-219.)  But  such  addi- 
tional royalty,  of  course,  does  not  indicate  any  value  for  the  lease- 
hold of  the  sublessee,  because  he  must  be  assumed  to  have  agreed  to 
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pay  a  royalty  equal  to  the  full  market  rate,  so  that  he  could  not 
immediately  transfer  his  leasehold  at  any  advance  over  what  he  had 
himself  agreed  to  pay.  In  such  a  case  the  sublessee  has  no  transfer- 
able interest  or  asset  of  appreciable  value  in  the  ore  property.  In 
other  words,  a  royalty  payable  does  not  represent  an  asset  or  invest- 
ment to  the  lessee  paying  it.  The  interest  or  equity  of  such  lessee 
is  simply  the  price  or  consideration  at  which  he  could  transfer  his 
leasehold  to  another  party,  either  by  obtaining  a  cash  bonus  or  an 
advanced  royalty  over  and  above  that  which  he  himself  has  con- 
tracted to  pay  to  the  fee  owner  or  to  the  prior  lessee ;  that  is,  as 
already  explained  (see  p.  205),  a  royalty  payable  represents  an 
expense  or  operating  cost  to  the  lessee.  Therefore,  in  computing 
the  assets  of  a  mining  company  operating  a  leasehold,  it  would  be 
entirely  wrong  to  multiply  the  estimated  tonnage  in  the  ground  by 
the  rate  of  royalty  payable,  although  this  has  frequently  been  done 
in  such  calculations.^ 

While  such  equity  of  a  lessee  may  be  expressed  either  by  a  cash 
bonus  or  an  advanced  royalty,  the  cash  bonus  is  by  far  the  most  com- 
mon method,  and  for  this  reason,  as  well  as  for  clearness  and  con- 
venience, in  the  following  discussion  such  transfer  value  of  a  lease- 
hold will  be  referred  to  as  a  cash  bonus  value. 

AATiile,  however,  the  royalty  payable  does  not  in  any  way  measure 
the  value  of  the  interest  of  the  lessee  in  the  ore,  nevertheless,  as  shown 
below,  it  may  be  used  as  a  basis  for  calculating  the  current  market 
value  of  the  ore  to  the  owner  of  the  unencumbered  fee.  The  principle 
is  as  follows :  If  all  the  ore  in  a  mine  were  mined  in  a  single  year,  the 
royalty  per  ton,  multiplied  by  the  total  tonnage  extracted  (plus  any 
bonus  for  ore  as  distinct  from  improvements),  would  represent  the 
approximate  total  value  of  the  ore  in  the  ground  to  the  fee  owner, 
but  since  the  ore  is  taken  out  gradually  year  by  year  the  present  value 
of  the  royalty  is  reduced  according  to  the  length  of  time  that  the  ore 
remains  in  the  ground,  for  royalty  payments  (except  as  to  any  stipu- 
lated minimum)  are  made  only  as  the  work  of  extraction  and  ship- 
ment proceeds.  Obviously,  the  present  worth  of  the  royalty  for  the 
output  of  a  distant  year  is  less  than  the  value  of  the  royalty  for  the 
same  amount  of  production  in  the  current  year,  first,  because  the  lessor 
(i.  e.,  the  owner  of  the  ore)  does  not  receive  payment  therefor  until 
the  ore  is  produced  and  shipped,  such  payment  having  a  present  value 
determined  by  the  principles  of  discount,  and,  second,  because  he  is 
meanwhile  exposed  to  various  risks  attendant  on  the  progress  of  min- 
ing the  ore,  which  tends  of  course  to  enhance  the  rate  of  discount. 
Therefore  the  fee  owner  naturally  would  be  willing  to  sell  his  mine  at 

1  Such  a  method  of  calculating  the  Investment  in  an  ore  property  is  not  only  absurd  for 
the  reasons  just  given,  but  also  for  the  further  reason  that  it  takes  no  account  of  the 
necessity  of  determining  the  "  present  worth  "  or  discounted  value  of  the  royalty. 
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a  sum  considerably  less  than  the  aggregate  of  the  royalty  payments 
which  lie  might  expect  to  realize  if  he  leased  it  over  a  long  period  of 
years.  Similarly,  the  lessee,  if  he  were  to  purchase  the  mine  in  fee 
instead  of  making  a  lease,  would  expect  to  pay  very  much  less  than 
the  aggregate  of  such  royalties.  The  exact  price  which  he  would  be 
willing  to  pay  probably  would  not  be  computed  by  this  method.  But 
it  is  reasonably  certain  that  on  the  average  such  cash  prices  for  ore  in 
fee  would  be  less  than  the  present  worth  of  the  aggregate  royalty 
payments,  discounted  at  a  reasonable  rate  of  interest.  A  particular 
reason  is  that  a  fee  purchaser  must  bear  the  risk  of  ownership,  such  as 
the  failure  to  find  as  much  ore  as  expected,  the  discovery  of  more 
valuable  deposits  by  competitive  interests,  or  other  contingencies 
which  might  adversely  affect  the  value  of  the  deposit,  particularly  the 
possibility  that  the  ore  might  not  be  extracted  as  rapidly  as  antici- 
pated. Again,  the  provisions  of  iron-mining  leases  are  in  many  re- 
spects liberal  to  the  lessee,  thus  making  him  the  more  indisposed  to 
purchase  in  fee,  unless  the  price  is  low.  Thus  in  ordinary  mining 
leases  the  lessor  does  not  fix  the  quantity  which  the  lessee  must  extract 
each  year,  but  leaves  the  lessee  free  to  produce  as  much  as  he  may  see 
fit,  subject  usually  to  a  stipulation  that  in  any  event  he  shall  pay  a 
royalty  each  year  on  a  certain  minimum  tonnage.  The  minimum  ton- 
nages thus  stipulated,  however,  are,  as  above  stated,  usually  compara- 
tively small,  although  not  invariably  so.  This  arrangement,  it  will 
be  seen,  virtually  allows  the  lessee  to  suspend  operations  in  case  he 
later  finds  he  can  secure  ore  more  cheaply  by  other  means,  or  in  case 
he  can  not  use  the  ore  to  advantage  for  the  time  being.  For  these  and 
other  reasons,  royalty  payments  when  reduced  to  a  present-worth 
basis  would  very  naturally  show  a  higher  total  amount  than  a  pur- 
chaser would  ordinarily  be  willing  to  pay  outright  in  cash,  even  as- 
suming that  the  total  quantity  of  ore  leased  was  accurately  known, 
which  is  not  the  case. 

It  may,  therefore,  be  assumed  that  if  the  entire  700,000,000  tons  of 
ore  estimated  to  have  been  acquired  by  the  Steel  Corporation  in  1901 
had  been  bought  in  fee  the  cash  price  certainly  would  not  have  ex- 
ceeded the  present  worth  of  the  same  deposit  obtained  by  discounting 
the  current  rate  of  royalty  for  such  ore  on  new  leases,  together  with 
proper  allowance  for  any  bonus  values;  it  probably  would  have  been 
much  less.  A  computation  of  such  indicated  present  worth  of  the 
royalties,  therefore,  will  be  of  great  service  as  fixing  a  maximum  limit 
of  valuation.  In  making  sueli  a  calculation  of  the  '•  present  worth  " 
of  ore  in  1901  it  is  necessary  to  determine  four  factors — (1)  the  esti- 
mated tonnage  of  the  deposit;  (2)  the  average  royalty  per  ton  and 
the  approximate  bonus  per  ton;  (3)  the  rate  of  interest  at  Avhich  to 
discount  the  future  royalty  payments ;  (4)  the  estimated  duration  of 
the  deposit. 
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It  should  Ix'  borne  in  mind  that  such  computation  of  the  present 
worth  of  royalty  payments  is  made  in  order  to  ascertain  the  value  of 
ore  in  the  ground  in  1901,  with  a  view  to  establishing  an  average 
figure  which  may  be  applied  to  that  portion  of  the  Steel  Corporation's 
ore  property  which  was  owned  in  fee. 

Tonnage  of  the  deposit. — The  amount  of  the  deposit  which,  as 
already  stated  on  page  205,  has  been  accepted  at  700,000,000  tons, 
M'ill  ser\  e  as  the  basis  of  this  discussion.  Although  only  one-half  of 
this  total  has  been  assumed  to  have  been  held  in  fee  in  1901,  it  will  be 
much  more  convenient  for  reasons  shown  later  to  base  calculations  on 
the  total  tonnage,  and  then  apply  the  average  results  to  that  portion 
held  in  fee.    (See  note,  p.  228.) 

It  may  be  noted  that  of  a  given  body  of  ore  a  certain  portion  will 
never  be  mined,  since  a  part  of  the  ore  body  is  inevitably  left  in  the 
ground.  The  estimated  tonnage  given  above,  however,  will  be  as- 
sumed a.i  a  net  total;  that  is,  as  the  amount  which  can  actually  be 
extracted. 

Average  royalty  and  bonus  payments. — The  average  royalty  can 
be  determined  with  comparative  accuracy.  The  following  table  shows 
the  average  royalty  actually  paid  in  1902  and  1903  on  shipments  ^  of 
ore  jjroduced  from  leased  mines  on  the  principal  ranges  of  the  Lake 
Superior  district,  as  computed  by  the  Bureau,  the  totals  representing 
the  great  bulk  of  the  output  of  those  jears  (about  75  per  cent  in  the 
case  of  the  jNIesabi  Range  and  about  50  per  cent  for  the  other  four 
ranges  combined). 

TABLE  in.— average  rates  op  ROYALTY  ON  IRON  ORE  PRODUCED  IN  LAKE 
SUI'EUIOR  REGION  IN  1902  AND  1903,  AS  INDICATED  BY  RETURNS  TO  THE 
BUREAU  C0VEKIN(i  A  LARGE  PART  OP  THE  SHII'MENTS  IN  THOSE  YEARS. 


Range. 


Old  ranges; 

Marquette 

Menominee 

Gogebic 

Vermilion 

Total,  old  ranges 
Mesabi  range 

Total,  all  ranges. 


Tonnage.      Roj'alty. 


789, 713 
2, 769, 383 
2, 736, 308 
1,163,102 


7,458,506 
9,837,513 


17,296,019 


SO.  212 
.264 
.379 
.377 


.318 
.250 


Tonnage.      Royalty. 


774,304 
2,100,263 
1,991,908 
1,041,082 


5,907,557 
9,712,274 


16,619,831 


$0,213 
.273 
.404 
.389 


.330 
.253 


.283 


P'igures  for  1901  were  not  secured.  There  can  be  no  doubt  that  the 
average  royalties  in  that  year  did  not  differ  appreciably  from  the 
figures  here  given.    They  probably  were  a  little  lowei . 


iThe  shipments  were  practically  Identical  with  the  production  ot  these  mines. 
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The  table  shows  that  the  average  rate  of  royalty  on  the  Mesabi 
Range  in  1902  was  exactly  25  cents  per  ton,  that  for  1903  being  only 
slightly  higher.  Royalties  on  the  old  ranges  were  somewhat  higher, 
the  average  for  these  ranges  combined  being  31.8  cents  per  ton  in  1902 
and  33  cents  per  ton  in  1903. 

Combining  the  figures  for  all  ranges,  for  the  year  1902  the  average 
royalty  was  28  cents  and  for  1903  it  was  28.3  cents  per  ton. 

It  might  be  argued,  however,  that  these  averages  would  not  be  a 
fair  indication  of  the  royalties  obtainable  in  1901  had  all  the  Cor- 
poration's leaseholds  been  on  the  market.  Undoubtedly  some  of  the 
best  mines  of  the  Steel  Corporation  already  under  lease  in  1901  at 
royalties  of  about  25  cents  per  ton  could  have  been  leased  at  higher 
figures  had  they  then  been  offered  for  transfer.  On  the  other  hand, 
some  of  the  older  mines  were  nearly  worked  out,  and  probably  could 
not  have  been  leased  at  even  the  original  royalties.  Again^  many 
properties  acquired  by  the  constituent  concerns  of  the  Steel  Corpora- 
tion in  1899  and  ,1900  contained  ore  of  rather  low  grade.  It  is  prob- 
able that  some  of  these  lower-grade  mines  had  not  been  fully  de- 
veloped, and  thus  are  not  fully  reflected  in  the  actual  royalty  aver- 
ages for  1902  above  gi^en.  It  would  therefore  be  a  very  serious  error 
to  assume  that  the  royalties  at  which  a  few  of  the  choicest  ore  prop- 
erties of  the  Steel  Corporation  m_ight  have  been  re-leased  in  1901 
would  represent  a  fair  average  value  of  all  leases  in  eifect  at  that 
date. 

Very  convincing  evidence  of  this  is  found  in  the  fact  that  desirable 
mines  were  leased  at  substantially  the  a\'erage  royalties  above  shown 
for  some  time  after  the  Steel  Corporation  was  organized.  A  fair 
idea  of  the  rates  of  royalty  and  bonus  payments  in  new  leases  entered 
into  during  the  period  from  1900  to  1902  is  given  by  the  following 
table  compiled  from  data  furnished  by  Dwight  E.  Woodbridge,  a 
mining  engineer  of  Duluth,  Minn.,  and  an  authority  on  Lake  ore 
matters : 
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Table  20. — ROYALTY  AND  BONUS  PAYMENTS  IN  TRANSFERS  OP  VARIOUS  LEASES 
OF  IRON  ORE  MINES  IN  THE  LAKE  RECJIO.X,  1900-1902. 

[Original  data  furnished  by  Dwight  E.  Woodbridge,  of  Duluth,  Minn.    Computations  by  Bureau.] 


Character  of  ore. 


Mine. 


Per 

cent 
iron. 


Per 
cent 
phos- 
phorus. 


Estunated 

tonnage  in 

deposit. 


Cash 
bonus. 


Bonus 
per  ton. 


Addi- 
tional 
royal- 
ty-' 


Orig- 
inal 

royal- 
ty. 


Albany 

Troy 

Agnew  No.  1 . 
Agnew  No.  2. 

Brunt 

Crosby 

Croxton 

Cypress 

Elizabeth 

Fljran 


Hawkins . 


Iroquois 

Jordan  

Laura 

Wtonifred  . . . 

Leetonia 

Miller 

Prindle 

Snyder 

Sweeney 

Susquehanna  . 

Utica 

Webb 


68.67 
57.10 
61.50 
57.90 
67.78 
56.00 
60.00 
61.11 
56.63 
56.50 
58.00 

to 
50.00 
57.05 
62.01 
00.16 
62.09 
59.00 
60.82 
59.48 
57.00 
60.40 
60.50 
60  00 
58.08 


Total  . 


0.071 
.039 
.060 
.055 
.047 

m 

.050 

.058 

.070 

.068 

.043 

to 

.050 

.065 

.063 

.060 

.066 

.060 

.083 

.068 

.088 

.058 

.055 

.065 

.082 


4,945,000 

4,516,000 
8,  .600, 000 
2,600,000 
2,490,000 
4,250,000 
1,970,000 
11,800,000 
1,680,000' 

15,000,000 


5160,000 

150,000 

250,000 

60,000 


0.03 

.03 
.03 
.02 


2,450, 
1,570, 
180, 
800, 
4,516, 
2,450, 
3,027, 
6,000, 
2,000, 
6,000, 
2,650, 
8,450, 


60,000 

m 

350,000 
50,000 

625,000 

W 
120,000 

60,000 

40,000 
60,000 
200,000 
110,000 
100,000 
250,000 
150,000 
280,000 


.03 
.03 


.08 

.06 

.01 
.02 
.07 
.02 
.05 
.05 
.06 
.03 


0.25 

.25 
.25 
.25 
.20 
3.20 
.39 
.25 
.35 


.25 
.20 


.05    I 
.10 


.38 
.25 
.25 
.20 
.36 
.26 
.26 
.25 


96,644,000 


2,955,000 


.0306 


1  As  part  of  bonus. 

2  No  limit  stated. 

8  Royalty  on  production  of  100,000  tons  or  more  per  aimuni.    Royalty  on  a  production  of  25,000  tons  per 
annum,  26  cents;  on  50,000  tons  and  less  than  100,000  tons  per  annum,  22i  cents. 
<  No  purchase  price. 
6  Royalties  to  the  amount  of  J50,000  advanced  in  lieu  of  cash  bonus. 

The  highest  royalty  given  in  the  table  is  39  cents  per  ton,  and  the 
next  highest  38  cents  (in  which  case  there  was  a  bonus  of  about  1 
cent  per  ton).  On  the  other  hand,  there  were  several  leases  at  20 
cents  per  ton  royalty,  with  only  small  bonus  payments.  The  aver- 
age royalty  for  the  23  mines,  it  will  be  seen,  was  almost  exactly 
25.3  cents;  the  average  bonus  was  3  cents.  Nearly  all  these  mines 
were  on  the  Mesabi  Range.  The  close  agreement  of  this  average 
royalty  for  new  leases  with  the  1902  average  computed  by  the  Bureau 
for  that  range,  as  given  on  page  219,  is  striking. 

It  should  be  noted  that  many  of  the  mines  listed  in  Table  20  were 
desirable  properties,  the  ore  showing  a  very  high  iron  content,  while 
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the  percentage  of  phosjDhorus — the  presence  of  which  in  any  large 
quantity  is  undesirable — was  frequently  low. 

In  addition  to  these  leases  reported  by  Mr.  Woodbridge,  mention 
should  be  made  of  the  lease  of  the  Chemung  and  Monroe  properties 
in  1902,  by  the  Shenango  Furnace  Company,  both  of  which  were 
taken  at  a  royalty  of  only  25  cents  per  ton  (although  later  trans- 
ferred to  the  Steel  Corporation  on  a  substantially  higher  basis) ,  and 
the  Shenango  mine  at  a  royalty  of  20  cents  per  ton  and  a  bonus  of 
$500,000.  In  1902  the  Clairton  Steel  Company  leased  the  Little- 
Prindle  mine  at  a  royalty  of  35  cents  per  ton.  The  average  of  these 
figures  is  in  line  with  the  average  for  the  list  given  in  the  table. 

On  the  old  ranges  the  number  of  new  mines  opened'  after  1900  was 
comparatively  small,  but  the  rates  of  royalties  on  new  leases  in  this 
district  were  substantially  in  harmony  with  the  averages  above  given 
for  those  ranges.  An  exceptional  instance  occurred  in  the  case  of 
the  Negaunee  mine,  which  was  leased  at  a  bonus  of  $1,500,000  over 
and  above  a  30-cent  royalty.  This  was  a  very  valuable  property  on 
which  a  great  deal  of  money  had  been  spent  in  improvements,  which 
undoubtedly  explains  in  considerable  measure  the  large  bonus.  It 
may  be  noted  that  the  royalty  itself,  without  the  bonus,  was  some- 
what less  than  the  average  royalties  for  old  range  mines,  shown  on 
page  219. 

An  exceptionally  high  bonus  was  also  paid  by  the  National  Steel 
Company  in  1899  for  the  Chapin  mine,  on  the  Menominee  Eange,  in 
Michigan,  this  bonus  amounting  to  no  less  than  $5,000,000,  of  which 
$1,730,000  was  paid  in  cash,  the  remaining  $3,270,000  being  paid 
by  the  assumption  of  outstanding  indebtedness.  The  royalty,  how- 
ever, was  only  22^-  cents  per  ton.  This  was  considerably  less  than 
the  going  rates  of  royalty  on  the  Menominee  Range  for  so  desirable  a 
property  as  the  Chapin  mine,  and  undoubtedly  explains  in  part  the 
unusually  high  bonus.  Again,  this  mine  had  been  brought  to  a 
high  state  of  development,  and  there  can  be  no  doubt  that  a  con- 
siderable part  of  the  bonus  represented  the  cost  of  improvements 
rather  than  the  ore  itself.  The  mine  -was  an  exceptionally  large 
producer,  with  enormous  quantities  of  ore  in  reserve.  The  large 
bonus  is  partly  explained  by  these  considerations,  but  was  also  prob- 
ably due  in  part  to  the  fact  that  the  purchase  was  made  at  the  very 
height  of  the  steel  trade  boom  of  1899. 

The  preceding  evidence,  therefore,  indicates  that  the  average  rate 
of  royalty  in  the  Lake  Superior  region  in  1901  was  not  in  excess  of 
28  cents  per  ton,  and  that  this  figure  may  be  considered  as  repre- 
senting ii  fair  average  for  all  leases  in  effect  at  that  time.  Table  20, 
alone,  indeed,  would  indicate  that  an  average  of  28  cents  was  large 
enough  to  cover  bonus  payments  also  so  far  as  the  Mesabi  Range  is 
concerned.  However,  an  allowance  for  bonus  payments  is  made 
later.     (See  p.  230.) 
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Of  course,  the  value  of  ore  has  not  remained  constant,  but  has 
shown  material  appreciation.  This  appreciation,  however,  has  un- 
questionably been  due  in  considerable  measure  to  the  great  concen- 
tration of  ore  properties  which  has  taken  place  in  the  last  ten  years. 
This  need  not  be  considered  in  this  discussion,  however,  since  the  fact 
that  owners  of  ore  property  were  ready  in  1901  (and  even  in  1902) 
to  lease  mines  freely  for  periods  of  from  thirty  to  fifty  years  at  an 
average  royalty  of  not  over  '28  cents  per  ton  warrants  making  calcu- 
lations of  the  "  present  value  "  in  1901  on  that  basis. 

Kaie  or  INTEREST  FOR  DISCOUNTING  ROYALTY. — The  rate  of  interest 
at  which  the  ''  present  worth  "  of  an  ore  deposit  should  be  computed 
can  I)e  determined  within  reasonably  narrow  limits.  Obviously  the 
present  value  of  a  given  ore  deposit  increases  as  the  rate  of  interest 
decreases;  that  is,  if  the  ultimate  value  for  a  given  ore  deposit  were 
discounted  at  the  late  of  6  per  cent,  the  indicated  present  worth  of  the 
deposit  would  be  greater  than  if  it  were  discounted  at  the  rate  of  8  or 
10  per  cent.  As  already  pointed  out,  the  leasehold  system  to  a  verv 
large  extent  eliminates  the  element  of  risk  for  the  lessee,  since  if  it 
should  prove  that  the  amount  of  ore  in  the  deposit  was  less  than  he 
had  anticipated,  he  would  be  compelled  to  pay  royalty  only  on  the 
tonnage  actually  secured  (not  less,  however,  than  the  annual  mini- 
mum fixed  by  the  lease).  Conversely,  if  he  were  to  buy  the  mine 
outright  for  cash,  he  would  have  to  assume  the  risk  of  a  failure  to 
secure  as  large  a  tonnage  as  expected.  It  is  true,  of  course,  that  the 
amount  of  the  deposit  might  prove  larger  than  was  expected,  and  this 
has  frequently  been  the  case  in  transfers  of  mining  property  in  the 
Lake  region.  HoMever,  the  risk  as  to  the  amount  of  deposit,  and 
various  other  risks  as  well,  exist  and  are,  of  course,  borne  by  the  lessor 
(except  as  to  improvements  and  similar  expenditures  which  may  be 
made  by  the  leasee).  ^i 

Therefore,  it  is  reasonable  to  assume  that  a  steel  c6ncern  having  the 
alternative  of  purchasing  a  mining  property  in  fee,  as  against  leasing 
it  at  a  fixed  royalty  for  a  long  period  of  time,  with  a  low  "  minimum," 
would  be  dis]oosed  to  figure  the  present  worth  of  the  deposit  in  fee 
on  a  very  conservative  scale,  or,  in  other  words,  in  so  far  as  the  pur- 
chaser calculated  this  fee  value  on  a  discount  basis,  he  would  be  in- 
clined to  use  a  much  higher  rate  of  interest  than  the  going  rate  for; 
conservative  investments  of  a  stable  character.  If  the  risks  attach- 
ing to  the  purchase  of  iron-ore  properties  were  negligible,  a  purchaser 
might  discount  the  value  by  using  the  rate  of  interest  obtainable  on 
safe  investments.  But  since  there  obviously  is  a  considerable  risk  in 
the  ore  mining  business,  he  would  use  a  higher  rate,  and  probably  a 
considerably  higher  rate.  The  Bureau  has  computed  the  indicated 
present  worth  on  the  basis  of  several  different  rates  of  interest.  (See 
p.  226.)  As  shown  later,  it  has  given  chief  weight  to  the  results 
obtained  with  an  interest  rate  of  6  per  cent.     In  accepting  such  a  rate 
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there  can  be  no  doubt  that  the  Bureau  arrives  at  results  which  do 
not  underestimate  the  value  of  the  ore. 

It  may,  in  fact,  be  objected  that  the  Bureau  has  been  too  liberal 
in  this  respect,  and  that  it  should  have  used  a  higher  rate  of  interest. 
Indeed,  some  experts  on  ore  values  are  inclined  to  use  as  high  a  rate 
as  10  per  cent.  However,  in  dealing  with  a  deposit  of  as  much  as 
700,000,000  tons,  a  portion  of  the  speculative  risk  which  is  incurred 
in  the  case  of  purcliases  of  individual  mines  is  undoubtedly  elimi- 
nated, so  that  there  is  good  reason  for  not  using  so  high  a  rate. 
Moreover,  as  shown  later,  the  difference  between  the  total  value  of  a 
deposit  of  700,000,000  tons  obtained  by  using,  say,  8  per  cent,  as 
against  6  per  cent,  is  not  large  enough  to  be  of  special  importance  in 
this  discussion.     (See  Table  21,  p.  226.) 

Duration  of  the  deposit. — The  fourth  factor,  namely,  the  rate 
of  exliaustion  of  a  deposit,  has  a  direct  bearing  upon  the  total  value. 
A  rapid  rate  of  production  tends  to  increase  the  "  present  worth." 
Conversely,  the  longer  the  ore  remains  in  the  ground,  earning  noth- 
ing and  subject  to  taxation,  the  smaller  the  immediate  value  or  pres- 
ent worth  of  the  deposit  will  be  at  a  given  rate  of  royalty. 

The  rate  of  production  must  be  estimated.  On  page  225  it  is  shown 
that  the  yearly  output  of  the  Steel  Corporation  in  the  Lake  region 
has  in  the  past  ten  years  risen  from  about  13,000,000  tons  to  over 
23,000,000  tons.  If  an  extremely  scientific  estimate  of  the  value  of 
the  Steel  Corporation's  ore  property  by  this  method  were  to  be 
undertaken,  it  would  be  necessary  to  make  an  estirnate  of  the  prob- 
able rate  of  production  from  year  to  year  during  the  estimated  life 
of  the  deposit.  Scientific  estimates  of  the  probable  exhaustion  of 
ore  reserves  based  upon  experience  invariably  follow  the  rule  that 
the  rate  of  production  of  a  given  deposit  can  not  constantly  increase 
throughout  the  entire  period  of  production,  but  that  after  increasing 
for  a  period  will  tend  to  diminish;  moreover,  the  decrease  probably 
will  be  at  a  more  rapid  rate  than  the  increase.  This  is  partly  be- 
cause the  development  of  a  great  mining  property  necessarily  re- 
quires time,  while  the  demand  itself  is  a  matter  generally  of  gradual 
growth.  At  first  the  rate  of  production  tends  to  increase  only 
sloivly.  After  development  has  reached  an  advanced  stage,  the 
rate  of  production  increases  very  rapidly.  As  the  maximum  stage 
is  reached  the  rate  tends  to  remain  fairly  constant  for  a  time.  As 
the  deposit  becomes  exhausted,  however,  the  annual  capacity  of  the 
mines  to  produce  declines,  while  the  cost  of  production  ordinarily 
increases,  so  that  a  rapid  reduction  in  the  rate  of  output  normally 
occurs. 

in  this  estimate  of  the  value  of  this  ore  property,  however,  it  is 
not  necessary  to  go  into  such  refinements  or  to  attempt  to  determine 
the  "  probable  curve  of  production."    With  the  tonnage  under  con- 
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sideration,  the  difference  between  the  resuU  obtained  by  assuming 
a  constant  rate  of  output  and  that  obtained  by  assuming  a  varying 
rate  apportioned  according  to  scientific  calculations  would  not  be 
important.  Thus,  as  shown  in  a  note  at  the  end  of  this  chapter,  the 
value  indicated  by  assuming  that  a  deposit  of  700,000,000  tons  of  fee 
ore,  to  be  exhausted  during  a  period  of  thirty-five  years,  at  a  uniform 
annual  rate  of  production,  with  a  royalty  of  28  cents  and  interest 
at  6  per  cent,  is  about  the  same  as  the  value  indicated  by  assuming  a 
varying  rate  of  production  (the  other  factors  remaining  the  same) 
in  substantial  accordance  with  scientific  methods. 

The  production  of  the  United  States  Steel  Corporation  from  its 
Lake  Superior  mines  has  been  as  follows,  the  figures  being  for  cal- 
endar years. 


Year. 

Tons. 

Year. 

Tons. 

19011.. 

13,023,755 
16,063,179 
15,363,355 
10,503,087 
18,486,556 

1906 

20, 645, 148 

1902 

1907                                            

22,403,801 
15,129,313 
21,606,184 

1903... 

1908 

1904 

1909                        

1905...   . 

1910 

23,264,515 

1  Includes  production  ol  constituent  companies  for  period  January  1  to  March  31. 

The  average  production  for  the  first  five  years  shown  in  the  above 
table  was  approximately  14,700,000  tons.  For  the  five-year  period 
ended  with  1910  it  was  at  the  rate  of  about  20,600,000  tons.  (It  may 
be  noted  that  each  period  included  a  year  of  marked  depression  in 
the  iron  and  steel  industry.)  It  is  reasonably  safe  to  assume  an  in- 
creasing rate  of  production  for  many  years. 

Using  as  a  basis  the  known  production  of  the  past  ten  years, 
aggregating  approximately  176,000,000  tons,  or  just  about  one-fourth 
of  the  total  deposit  under  consideration,  it  must  be  conceded  that  the 
remainder  will  not  be  exhausted  during  another  ten-year  period.  It 
seems  altogether  unlikely  that  it  will  be  exhausted  within  the  next 
twenty  j^ears ;  that  is,  during  a  period  of  thirty  years  from  the  forma- 
tion of  the  Steel  Corporation.  Indeed,  it  is  entirely  possible  that  the 
original  deposit,  even  if  no  additions  had  been  made  thereto,  would 
not  be  exhausted  within  a  period  of  thirty-five  years  from  the  time 
the  Steel  Corporation  was  organized. 

Of  course,  since  1901  the  Steel  Corporation  has  purchased  a  great 
deal  of  additional  ore  property,  and  it  is  a  fair  question  whether 
the  production  of  the  Corporation  would  have  been  as  large  as  it  has 
been  if  some  of  these  further  acquisitions  had  not  been  made.  This, 
however,  would  mean  that  the  life  of  the  deposit  under  discussion 
would  be  extended,  which  in  turn  would  result  in  reducing  the  aggre- 
gate value  of  the  deposit  in  1901,  since,  as  already  shown,  the  less 
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rapidly  the  ore  is  exhausted,  assuming  a  constant  rate  of  royalty, 
the  smaller  the  present  value  of  the  deposit  as  a  whole..  Therefore, 
in  so  far  as  the  use  of  the  known  production  of  recent  years  may 
atfect  the  calculation  here  made,  this  is  in  the  direction  of  increasing 
valuations  for  the  ore  property  rather  than  decreasing  them. 

Indicated  valuations. — In  view  of  the  obvious  impossibility  of 
fixing  this  time  factor  with  certainty,  computations  have  been  made, 
assuming  different  exhaustion  periods  ranging  from  twenty-five  to 
thirt^'-five  years.  The  valuations  indicated  by  these  different  fac- 
tors of  computation  are  given  in  the  following  table.  The  average 
present  worth  of  a  dollar  for  a  given  period  at  a  given  rate  of 
interest  is  first  ascertained,  and  then  applied  to  the  rate  of  royalty, 
28  cents.  The  estimated  tonnage  of  700,000,000  tons  is  then  multi- 
plied by  this  resultant  figure  in  order  to  get  the  total  valuation.  The 
aggregate  present  worth  of  one  dollar  due  on  the  first  of  each  year 
for  a  period  of  thirty  years,  discounted  at  the  rate  of  6  per  cent,  is 
$14.591 ;  the  average  present  worth  of  one  dollar  for  this  thirty- 
year  period  is,  therefore,  one-thirtieth  of  this  amount,  or,  48.637 
cents.  The  present  worth  of  28  cents  (the  average  rate  of  royalty), 
therefore,  for  the  same  period  and  at  the  same  rate  of  interest,  would 
be  28  per  cent  of  48.637  cents,  or  13.6184  cents.  This,  in  other  words, 
would  be  the  indicated  present  worth  of  each  ton  of  ore  in  the  ground 
if  owned  in  fee,  assuming  the  exhaustion  period  to  be  thirty  years.' 
ilultiplying  this  by  700,000,000  tons  gives  a  total  of  $95,329,000  as 
the  value  of  the  entire  deposit  in  1901  if  owned  in  fee. 

This  calculation,  it  may  be  noted,  assumes  that  the  royalty  is  paid 
at  the  beginning  of  each  year;  as  a  matter  of  fact  royalty  pajj^ments 
are  usually  made  quarterly.  This  consideration,  however,  would  not 
affect  the  computations  here  made  to  an  appreciable  extent. 

Table  21.— INDICATED  PRESENT  WOETH  OF  AN  IRON  ORE  BODY  OF  700,000,000  TONS,  AT 
A  ROYALTY  OF  28  CENTS  PER  TON,  WITH  VARYING  RATES  OF  INTEREST  AND 
PRODUCTION. 


Estimated 
annual 
produc- 
tion. 

Indicated  valuations. 

Exhaustion 
period. 

Interest  at  5 
per  cent. 

Interest  at  6 
per  cent. 

Interest  at  7 
per  cent. 

Interest  at  8 
per  cent. 

Per  ton. 

Total. 

Per  ton. 

Total. 

Per  ton. 

Total. 

Per  ton. 

Total. 

35  years — 
30  years — 
25  years 

Tom. 
20,000,000 
23,330,000 
28,000,000 

Cents. 
13.  7544 
16. 0649 
16.5743 

396,281,000 
105,454,000 
116,020,000 

Cents. 
12.2948 
13.  6184 
15. 1766 

186,064,000 
95,329,000 
106,236,000 

Cents. 
11.0832 
12.3928 
13.  9658 

$77,582,400 
86,749,600 
97, 760, 600 

Cents. 
10.  0696 
11.3478 
12.  9125 

870,487.200 
79,434,600 
90,387,500 

1  It  is  worth  noting  that  this  method  of  computation  may  be  followed  even  though  the  Steel  Corporation 
later  added  greatly  to  its  ore  reserves,  so  long  as  it  is  assumed  that  the  original  ore  body  would  last  thirty 
years,  whether  used  separately  or  in  conjunction  with  subsequent  purchases.  If  it  be  assumed  that  the 
original  ore  body  would  last  longer  than  this,  the  aggregate  value  would  be  lessened.  On  the  other  hand, 
if  it  be  assumed  that  this  ore  body  would  be  exhausted  within  a  shorter  period,  the  value  would  be  increased. 
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It  should  be  kept  constantly  in  mind  that  these  calculations  do 
not  indicate  the  value  of  the  leases  of  the  Steel  Corporation,  but 
instead  they  indicate  the  value  of  the  ore  in  the  ground  if  owned 
in  fee. 

These  calculations  show  that  a  royalty  of  28  cents,  discounted  at 
the  rate  of  6  per  cent,  on  a  deposit  of  700,000,000  tons  of  ore,  to  be 
exhausted  during  a  thirty-five  year  period  at  a  uniform  rate  of  pro- 
duction, indicates  a  present  worth  at  the  beginning  of  the  period  of 
S86,0G4,000.  Basing  tile  calculations  on  an  exhaustion  period  of 
thirty  years,  the  indicated  value  is  $95,329,000,  and  on  a  period  of 
twenty-five  years  $106,236,000. 

If  the  present  worth  of  this  ore  body  be  discounted  at  the  rate  of 
5  per  cent  instead  of  at  the  rate  of  6  per  cent,  the  resulting  valuations 
would  be  somewhat  higher,  ranging  from  roughly  $96,300,000  in  the 
case  of  a  thirty-five  year  period  to  $116,000,000  for  a  twenty-five  year 
period. 

Discounting  the  value  at  the  rate  of  7  per  cent,  the  total  indicated 
valuation,  assuming  the  exhaustion  period  to  be  thirty  years,  is 
$86,749,600 ;  and  using  an  8  per  cent  rate  the  total  is  $79,434,600. 

A  noteworthy  feature  of  these  computations  is  that,  broadly  speak- 
ing, the  results  obtained  by  using  rather  widely  varying  factors  are 
not  strikingly  far  apart.  Thus  the  extreme  range  in  the  valuations 
obtained  by  using  the  four  different  rates  of  interest  given  in  Table 
21  and  the  three  different  exhaustion  periods  shown  was  from 
$70,487,200  to  $116,020,000.  By  using  only  an  exhaustion  period  of 
thirty  years  the  range  in  the  final  results  obtained  by  using  the  four 
different  rates  of  interest  is  from  $79,434,600  to  $105,454,000. 

It  will  be  seen,  therefore,  that  in  such  calculations  of  present  worth 
considerable  differences  in  the  original  factors  in  the  problem  would 
exert  only  a  comparatively  small  influence  on  the  final  result.  This 
fairly  close  agreement  of  the  results  obtained  by  different  computa- 
tions therefore  indicates  that  a  result  arrived  at  with  any  reasonable 
factors  must  be  somewhere  near  the  mark.  It  will  be  noted  that  the 
highest  figure  reached  in  the  computations  given  in  Table  21  is  only 
a  modest  fraction  of  the  $700,000,000  valuation  claimed  by  the 
Steel  Corporation  in  1902. 

The  Bureau  is  of  the  opinion  that  the  result  obtained  by  using 
an  exhaustion  period  of  thirty  years  and  a  discount  rate  of  6  per  cent, 
while  liberal  to  the  ore  property,  is  on  the  whole  reasonable.^  This 
gives  a  total  value  of  $95,329,000  or  13.6  cents  per  ton.  This  is  just 
about  halfway  between  the  extreme  figures  given  in  Table  21.    The 

1  It  should  be  understood,  of  course,  that  this  statement  does  not  mean  that  the  total 
reserves  of  the  Steel  Corporation  in  the  Lake  Superior  region  will  be  exhausted  during 
such  period,  since,  as  above  pointed  out,  the  total  tonnage  has  been  greatly  increased  since 
1901  by  important  acquisitions. 
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Bureau  has  not  selected  this  result  for  this  reason,  however,  but  be- 
cause the  factors  used  in  arriving  at  it  seemed  on  the  whole  the-most 
probable. 

Even  if  it  were  assumed  that  the  total  tonnage  of  the  Steel  Corpo- 
ration in  1901  was  as  much  as  1,000,000.000  tons,  comparatively  little 
would  be  added  to  the  total  value  of  the  deposit  if  the  same  annua] 
rate  of  production  were  used,  since  this  would  mean  that  the  addi- 
tional tonnage  would  be  extracted  only  at  a  distant  date.  For  in- 
stance, the  estimate  of  $86,064,000  based  on  a  thirty-five  year  exhaus- 
tion period  for  a  deposit  of  700,000,000  tons  (with  interest  at  6  per 
cent)  is  at  the  rate  of  20,000,000  tons  per  year.  At  this  rate  a  deposit 
of  1,000,000,000  tons  would  last  fifty  years.  The  present  value  of  such 
a  deposit,  exhausted  at  an  annual  rate  of  20,000,000  tons  over  a  pe- 
riod of  fifty  years,  at  the  rates  of  royalty  and  interest  above  used, 
would,  however,  be  $93,564,000,  or  an  increase  of  only  $7,500,000.  In 
other  words,  in  this  case  an  addition  of  over  40  per  cent  to  the  as- 
sumed tonnage  results  is  an  addition  of  less  than  9  per  cent  to  the 
indicated  total  value.  Of  course,  if  a  higher  rate  of  production  were 
used,  the  aggregate  value  would  show  a  greater  increase. 

The  obvious  reason,  from  a  financial  standpoint,  for  the  lower 
present  value  of  ore  reserves  not  to  be  used  until  a  remote  period  in 
the  future,  as  compared  with  those  to  be  used  at  an  eady  date,  is 
that  during  the  entire  period  of  nonuse  the  owner  is  realizing  nothing 
from  his  investment  in  the  property,  while,  on  the  other  hand,  he  is 
bearing  certain  carrying  charges,  such  as  taxes. 

Since,  as  repeatedly  pointed  out,  only  a  portion  of  the  ore  prop- 
erty of  the  Steel  Corporation  was  owned  in  fee  in  1901,  this  average 
value  of  13.6  cents  per  ton  should  not  be  applied  to  the  total  ore  body 
of  700,000,000  tons.  As  shown  on  page  206,  it  has  been  assumed  that 
in  1901  one-half  of  the  estimated  tonnage,  or  350,000,000  tons,  was 
owned  in  fee.  At  an  average  valuation  of  13.6  cents  per  ton,  the  total 
value  of  this  portion  of  the  Corporation's  ore  reserve  would  be  ap- 
proximately $47,600,000.^  While  it  is  probable  that  this  valuation  is 
quite  sufficient  to  cover  the  fee  ore,  the  Bureau  has  made  a  substan- 
tial addition  to  it  for  possible  bonus  values,  as  explained  in  the  next 
section. 

^  The  question  might  be  raised  as  to  the  possibility  of  estimating  the  value  of  the  fee 
property  of  the  Steel  Corporation  in  this  manner  separately  from  the  leaseholds,  namely, 
the  assumed  350,000,000  tons  of  fee  ore.  This  would  introduce  a  number  of  complica- 
tions and  difficulties  without  corresponding  advantages.  In  any  case  such  an  estimate 
would  tend  to  reduce  the  value  of  the  fee  ore  for  the  following  reasons  :  The  Steel  Cor- 
poration at  present  naturally  produces  the  great  bulk  of  its  ore  from  its  leaseholds,  as 
there  is  generally  a  time  limit  in  the  leasehold  contract.  Hence,  a  greater  part  of  the  fee 
ore  would  be  left  to  be  extracted  at  a  distant  date  than  of  the  leasehold  ore.  This  would 
tend  to  reduce  the  indicated  value  of  the  fee  ore,  without  resulting  in  any  increase  in  the 
value  of  leasehold  ore  which  is  determined  on  a  different  basis. 
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Section  13.  Estimated  value  of  ore  leases  of  the  Steel  Corporation  in  1901. 

It  is  now  necessary  to  estimate  the  value  of  the  leaseholds  of  the 
Steel  Corporation  in  1901  as  distinct  from  the  value  of  the  ore  held 
in  fee. 

The  value  of  the  leases — ^that  is,  of  the  privilege  of  mining  ore  at 
stipulated  royalties — ^may  be  considered  as  measured  approximately 
by  the  bonus  payments  which  such  leases  would  command  if  trans- 
ferred. Generally  speaking,  the  bonus  is  the  amount  paid  for  the 
purchase  of  a  leasehold,  with  its  improvements,  if  any.  As  already 
shown,  the  actual  average  bonus  payments  on  23  mines  leased  during 
the  period  1900-1902,  as  reported  to  the  Bureau  by  Dwight  E.  Wood- 
bridge,  a  mining  engineer  of  Duluth,  were  almost  exactly  3  cents  per 
ton.  This  may  seem  small.  One  reason  why  such  bonuses  have  not 
been  larger  may  be  that  it  has  been  the  policy  of  the  State  of  Minne- 
sota to  lease  State  ore  lands  at  a  uniform  royalty  of  25  cents  per  ton. 
While  this  has  not  prevented  the  exceptionally  valuable  ore  proper- 
ties from  commanding  decidedly  higher  royalties,  obviously  the  fact 
that  desirable  unimproved  properties  could  be  obtained  from  the 
State  at  royalties  of  25  cents  per  ton  had  a  very  important  bearing 
upon  the  transfer  values  of  leaseholds  generally. 

^ATiile,  as  already  shown,  many  leases  were  taken  out  in  1899  and 
1900,  and  even  later,  at  royalties  of  about  25  cents  per  ton,  it  is  prob- 
ably true  that  in  some  of  these  instances  the  ore  was  of  lower  grade 
than  that  covered  by  leases  made  earlier  at  the  same  rate  of  royalty ; 
however,  much  of  the  ore  covered  by  the  new  leases  was  of  superior 
grade.  In  other  words,  while  leases  were  still  being  made  in  1901 
at  about  25  cents  per  ton,  it  is  probable  that  earlier  leases  taken  out 
on  especially  desirable  mines  at  the  same  rate  of  royalty  could  have 
been  transferred  in  1901  at  a  considerable  advance  in  the  roj^alty  or 
at  a  rather  high  bonus.  Comparatively  few  such  leases,  however, 
were  on  the  market.  On  the  other  hand,  as  previously  pointed  out, 
many  leases  previously  acquired  by  the  Steel  Corporation  were  un- 
doubtedly worth  much  less  in  1901  than  they  were  when  originally 
made.  Thus,  some  of  the  mines  covered  by  such  leases  had  been 
worked  for  years  at  high  rates  of  production,  and  were  rapidly  be- 
coming exhausted,  so  that  the  cost  of  operation  was  increasing  while 
the  annual  output  was  decreasing.  Both  of  these  considerations 
tended,  of  course,  to  reduce  the  value  of  such  leases. 

It  must  be  clear  that  the  value  of  the  leaseholds  acquired  by  the 
Steel  Corporation  in  1901,  when  reduced  to  a  per  ton  basis,  was  cer- 
tainly less  than  the  average  per  ton  value  of  the  ore  owned  in  fee, 
because  ore  in  the  ground  subject  to  a  royalty  clearly  is  worth  less 
than  the  same  ore  free  of  any  such  charge.  Both  the  fee  and  the 
leasehold  properties  of  the  Steel  Corporation  included  very  valuable 
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mines,  and  there  is  no  good  reason  to  assume  that  the  average  quality 
of  the  ore  held  in  fee  was  substantially  different  from  that  acquired 
under  lease. 

While  it  is  entirely  possible  that  the  average  bonus  of  3  cents  per 
ton,  shown  in  Table  20,  would  be  representative  of  the  average  trans- 
fer value  of  the  Steel  Corporation's  leaseholds  per  ton  of  ore,  the 
Bureau,  in  order  to  fix  upon  a  figure  which  can  not  be  challenged  on 
the  ground  of  under^-aluation,  has  allowed  double  this  figure,  or  6 
cents  per  ton.  This  average  of  6  cents,  applied  to  the  assumed  lease- 
hold tonnage  of  350^000,000  tons,  gives  a  total  of  $21,000,000  for  the 
transfer  value  of  such  leaseholds. 

In  computing  the  value  of  the  fee  ore  in  the  preceding  section,  the 
royalty  was  taken  at  28  cents,  without  any  allowance  for  bonus. 
While,  as  stated,  the  resulting  valuation  of  13.6  cents  per  ton  seems 
high  in  view  of  all  other  evidence,  nevertheless,  since  it  might  be 
argued  that  had  the  fee  ore  of  the  Corporation  been  on  the  market 
in  1901  it  would  have  commanded  a  bonus  over  the  28-cent  royalty, 
the  Bureau  has  also  made  here  an  addition  of  (J  cents  per  ton,  or 
$21,000,000,  to  the  value  of  the  fee  ore  as  above  computed,  this 
increase  being  equivalent  to  the  average  value  of  bonuses  applied  to 
leased  ore.  It  is  almost  certain  that  this  valuation  for  the  fee  ore 
is  excessive.  It  gives  the  fee  ore  a  value  of  19.6  cents  per  ton, 
whereas  the  maximum  price  paid  for  such  ore  as  late  as  1909,  accord- 
ing to  competent  authorities  (see  p.  208),  was  reported  at  15  cents 
per  ton. 

Indicated  total  valuation  by  discount  method. — The  total  indi- 
cated valuation  of  the  Steel  Corporation's  interest  in  the  entire 
dejjosit  of  700,000,000  tons  by  this  discount  or  "  present-worth " 
method,  therefore,  amounts  to  $89,600,000,  as  follows: 

1.  $47,600,000,  for  the  value  of  the  fee  ore  based  upon  the  average 
going  royalty  in  1901,  without  any  allowance  for  bonus. 

2.  $21,000,000,  to  cover  the  possible  bonus  value  of  such  fee  ore  over 
and  above  the  preceding  valuation,  had  it  been  available  for  lease  in 
that  year. 

3.  $21,000,000,  for  the  transfer  or  bonus  value  of  the  leaseholds 
themselves.    , 

While  no  specific  amount  has  been  allotted  in  this  estimate  of 
$89,600,000  for  improvements  to  mining  property,  the  bonus  addi- 
tions, aggregating  for  the  fee  and  leased  ore  together  no  less  than 
$42,000,000,  undoubtedly  include  a  very  substantial  and  possibly  an 
excessive  alloAvance  for  such  improvements.  The  actual  book  value 
of  the  improvements  to  the  Steel  Corporation's  mining  property  in 
1901,  it  will  be  recalled,  was  about  $9,000,000.  To  add  this  sum  to 
the  preceding  (olal  of  $89,600,000  Avould  undoubtedly  result  in  dupli- 
cation. 
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It  should  be  repeated  that  these  estimates  based  on  present-worth 
calculations  are  probably  liberal  for  several  reasons.  In  the  first 
place,  as  shown  on  page  223,  the  purchaser  of  an  ore  body  in  fee  prob- 
ably would  be  disposed  to  discount  its  present  worth  at  a  high  rate 
of  interest,  thus  correspondingly  reducing  the  price  which  he  would 
pay.  The  Bureau  probably  would  have  been  justified  in  using  a 
higher  rate  than  6  per  cent  in  its  calculation. 

Again,  these  computations  are  liberal,  because  it  is  almost  certain 
that  less  than  one-half  the  total  tonnage  of  the  Steel  Corporation  was 
owned  in  fee.  Since  the  per-ton  value  of  the  fee  ore  is  greater  than 
the  per-ton  value  of  ore  covered  by  leaseholds,  a  reduction  in  the 
Bureau's  estimate  of  the  tonnage  owned  in  fee  would  involve  also  a 
reduction  in  the  total  estimated  value  of  the  deposit. 

Still  again,  it  may  be  repeated  that  a  delegation  of  mining  inter- 
ests from  the  Mesabi  region  of  Minnesota  declared  as  late  as  1909 
that  the  highest  price  that  they  had  been  able  to  ascertain  after  in- 
quiry to  have  been  paid  for  fee  ore  was  15  cents  per  ton,  whereas 
this  calculation  based  on  the  discounting  of  royalties  and  allowing  a 
bonus  in  addition  resulted  in  a  considerably  higher  figure. 

Section  14.  Summary  of  valuations  of  Steel  Corporation's  ore  property  in 
1901. 

Wliile  the  indicated  values  of  the  Steel  Corporation's  ore  property 
in  1901,  arrived  at  by  these  different  methods,  show  some  variation, 
broadly  speaking  they  work  out  in  substantial  harmony,  especially 
when  all  circumstances  are  taken  into  consideration. 

In  section  10  it  was  shown  that  the  known  prices  paid  for  ore  in  fee 
in  1899  and  1900  indicated  that  an  average  estimate  of  15  cents  per  ton 
would  undoubtedly  be  excessive  and  that  an  average  of,  say,  10  cents 
per  ton  would  be  sufficiently  liberal.  On  this  basis,  the  indicated  total 
value  of  the  entire  deposit  of  700,000,000  tons,  had  it  all  'been  owned 
in  fee,  would  have  been  $70,000,000,  or,  allowing  $9,000,000  for  im- 
provements, a  total  of  $79,000,000.  However,  the  estimate  on  this 
basis  is  ruled  out  of  consideration  because  fully  one-half  the  total  was 
simply  leased.^ 

1  It  will  be  recalled  that  in  discussing  the  value  of  fee  ore  in  section  10  no  deduction 
was  made  at  the  time  to  allow  for  the  fact  that  a  large  part  of  the  ore  was  simply  leased 
instead  of  being  owned  in  tee,  as  the  question  of  leasehold  values  had  not  been  discussed 
at  that  point.  Applying  the  average  value  of  10  cents  per  ton  to  the  one-half  of  the  ore 
property  which  is  here  assumed  to  have  been  held  in  fee,  would  give  a  value  of  $35,000,000 
for  that  portion.  Adding  6  cents  per  ton  for  the  remaining  half  of  the  property  assumed 
to  have  been  held  under  lease  would  give,  as  above,  a  value  of  $21,000,000  for  these  lease- 
holds. To  this  may  be  added  $9,000,000  to  cover  improvements  (although  this  results  in 
some  duplication  in  the  case  of  the  leasehold  property,  at  least).  On  this  basis,  the  total 
value  of  the  property  as  calculated  by  the  first  method  would  be  only  $65,000,000 ;  in  this 
calculation  no  addition  need  be  made  for  the  fee  ore  on  account  of  bonus  payments,  since 
the  value  of  the  fee  ore  is  calculated  on  the  basis  of  a  fee  price. 

Moreover,  it  may  be  noted  that  even  had  the  350,000,000  tons  of  ore  assumed  to  have 
been  owned  in  fee  been  valued  at  15  cents  per  ton  the  total  value  of  the  entire  deposit,  on 
the  above  basis,  would  have  been  only  $82,500,000. 
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The  estimate  based  upon  the  purchase  of  the  Lake  Superior  Con- 
solidated Iron  Mines  indicates  an  aggregate  cost  of  anywhere  from 
$70,000,000  to  $94,000,000,  had  all  of  the  ore  property  of  the  Steel 
Corporation  been  acquired  on  the  same  basis  as  the  reserves  of  this 
concern;  these  figures  include  improvements  as  well  as  the  ore  itself. 

The  indicated  valuation  arrived  at  by  calculations  of  present  worth 
of  royalties  is  somewhat  higher.  Using  factors  in  the  computation 
which  are  distinctly  liberal,  the  indicated  total  value,  including  im- 
provements, ranges  around  $90,000,000. 

Altogether,  therefore,  there  is  good  reason  to  consider  an  estimate 
of  $90,000,000  for  the  value  of  the  ore  property  of  the  Steel  Corpo- 
ration in  1901,  including  improvements,  as  not  only  reasonable,  but 
liberal.  However,  in  view  of  the  obvious  impossibility  of  arriving 
at  absolutely  correct  results,  the  Bureau  has  arbitrarily  increased  its 
valuation  of  this  ore  property  to  the  round  sum  of  $100,000,000. 

It  might,  indeed,  be  objected  by  some  that  the  Bureau  has  been 
unduly  liberal  to  the  Corporation  in  this  valuation  of  the  ore  prop- 
erty. In  view  of  the  various  uncertainties  in  the  problem,  the  Bureau 
has  deemed  it  better  to  err  on  the  side  of  liberality  rather  than  other- 
wise. 

this  total  of  $100,000,000,  it  should  be  repeated,  is  the  indicated 
market  value  of  the  ore  property  of  the  Steel  Corporation — including 
fee  ore,  leases,  and  improvements — in  April,  1901.  The  Corpora- 
tion presumably  would  take  the  position  that  the  market  valuation 
then  current  was  not  the  proper  basis  for  capitalization.  This  ques- 
tion is  not  at  issue  at  the  moment.  All  that  it  is  desired  to  show 
here  is  the  approximate  value  of  the  tangible  assets  of  the  Corpora- 
tion at  the  time  of  its  organization  and  to  compare  this  valuation  with 
the  capitalization  of  the  company,  without  taking  up  in  this  con- 
nection the  question  whether  the  capitalization  should  have  been 
restricted  to  the  total  of  such  tangible  values. 

Section  15.  Comparison  of  Corporation's  valuation  of  its  ore  with  assessed 
valuations  for  all  companies  for  taxation  purposes. 

It  is  interesting  at  this  point  to  contrast  the  Steel  Corporation's 
1902  estimate  of  the  value  of  its  ore  properties  ($700,000,000)  with  the 
assessed  valuation  of  iron-mining  properties  for  taxation  purposes. 
The  Bureau  does  not,  of  course,  contend  that  such  tax  valuations  are 
a  fair  indication  of  true  valuations,  since  such  property  at  that  period 
was  seldom  meant  to  be  taxed  at  anything  like  the  full  value.  But 
at  least  it  is  interesting  to  contrast  the  valuation  claimed  by  the 
Corporation  in  defense  of  its  immense  capitalization  with  the  valua- 
tions upon  which  taxes  were  paid. 

Exact  figures  of  tax  assessments  for  the  Steel  Corporation  alone 
are  not  available.     It  is  sufficient  to  show  that  the  valuation  claimed 
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by  the  Steel  Corporation's  officials  in  1902  for  the  ore  of  that  company 
was  nearly  13  times  the  total  assessed  valuation  of  all  iron-mining 
properties  in  Minnesota  and  Michigan  (the  only  States  in  which  the 
United  States  Steel  Corporation  then  had  ore  holdings  of  any  con- 
sequence). The  assessed  valuations  of  iron-mining  properties  in 
these  two  States  for  a  series  of  years  were  as  follows : 

TABLE  22.— ASSESSED  VALUATIONS  OF  ALL  IRON-MINING  COMPANIES  IN  MICHIGAN 
AND  MINNESOTA,  1901-1906.' 


Year. 

Michigan. 

Minnesota. 

Total. 

Year. 

Michigan. 

Minnesota. 

Total. 

190X 

$22,791,978 
24,167,593 
23,740,466 

$10,409,947 
29,974,470 
29,867,084 

$33,201,926 
54,142,063 
53,607,550 

1904 

$22,412,904 
22,072,513 
22,607,154 

$41,903,778 
42,294,003 
69,851,845 

$64,316,682 
64,366,516 
92, 468, 999 

1902 

1905 

1903 

1906 

>  Includes  personal  property,  which  presumably  was  not  included  in  the  Corporation's  1902  estimate 
of  $700,000,000. 

It  will  be  seen,  therefore,  that  the  assessed  valuation  of  all  iron- 
mining  companies  in  Minnesota  and  Michigan  in  1901  was  about 
$33,000,000,  and  in  1902  about  $54,000,000.  Since  the  holdings  of 
the  United  States  Steel  Corporation  in  1902  probably  did  not  greatly 
exceed  one-half  the  total  for  these  States,  the  enormous  difference 
between  the  value  placed  by  the  Corporation  on  its  ore  property  in 
defending  its  huge  capitalization  and  the  figure  at  which  that  prop- 
erty was  assessed  .is  at  once  apparent. 

These  assessed  valuations,  as  just  stated,  are  not  presented  here  as 
indicating,  even  approximately,  the  true  values  of  this  ore  property. 
Aside  from  the  fact  that  mining  property  in  Michigan  appears  at 
that  time  to  have  been  assessed  at  only  about  60  per  cent  of  the  true 
value  and  that  in  Minnesota  at  only  about  40  per  cent,  the  methods 
of  valuation  in  the  latter  State  prior  to  1906  were  extremely  arbi- 
trary, and  there  can  be  little  doubt  that  the  assessments  arrived  at 
were  much  too  low.  But  at  least  the  fact  that  the  Steel  Corporation 
in  1902,  in  defending  its  huge  capitalization,  placed  a  valuation  of 
$700,000,000  on  its  ore  property,  whereas  the  total  assessed  valuation 
of  all  ore  mines  in  the  two  States  mentioned  was  only  $54,000,000, 
may  fairly  be  cited  in  this  connection  as  further  evidence  of  the  un- 
reliability of  the  estimate  made  by  the  Corporation. 

In  1907  the  Minnesota  Tax  Commission  undertook  an  elaborate 
classification  of  the  ore  properties  of  the  State,  with  the  result  that 
in  recent  years  the  assessed  valuation  of  iron-mining  property  in  Min- 
nesota has  been  greatly  increased.  Thus,  the  assessed  valuation  in 
1910  was  in  excess  of  $220,000,000. 

4.^2.5°— 11 17 
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III.    SUMMARY. 

Section  16.  Total  indicated  value  of  tangible  property  of  Steel  Corpora- 
tion in  April,  1901. 
Having  thus  determined  upon  an  approximate  valuation  of  the  ore 
property  of  the  Steel  Corporation  at  its  organization  in  1901,  a  grand 
total  of  all  the  tangible  property  of  the  Corporation  may  be  arrived 
at  by  combining  this  with  the  valuations  for  the  other  classes  of 
property,  as  given  on  page  202.  This  grand  total  is  presented  in 
the  following  table.  The  valuations  of  the  Steel  Corporation  in  1902, 
as  submitted  in  the  Hodge  suit  and  already  given  in  Table  16,  are 
repeated  for  jDurposes  of  comparison. 


Table  23.— VALUE  OF  TANGIBLE  ASSETS  ACQUIRED  BY  STEEL  CORPORATION  IN  1901, 
AS  COMPUTED  BY  BUREAU,  COMPARED  WITH  ESTIMATE  OF  CORPORATION  SUB- 
MITTED  IN   THE   HODGE    SUIT   IN   JULY,  1902. 


Class  of  property. 


Ore  property 

Manufacturing  plants,  including  blast  furnaces 

Railroad,  steamship,  and  docI<  property 

Coal  and  coke  property 

Natural-gas  property 

Limestone  properties 

Cash  and  cash  assets 

Total 


Bureau's  es- 
timate of  tan- 
gible values 
in  1901. 


$100, 000, 000 
250, 000, 000 
91,500,000 
80, 000, 000 
20, 000, 000 
4, 000, 000 
136,500,000 


082,000,000 


Corporation's 
estimate  of  tan- 
gible values  in 
1902. 


§700,000,000 

348,000,000 

'120,340,000 

100,000,000 

20,000,000 

4,000,000 

3164,660,000 


1,457,000,000 


DifTerence.i 


5600,000,000 
98,000,000 
28,840,000 
20,000,000 


28,160,000 


,000,000 


1  A  part  of  the  differences  between  the  two  estimates  is  accounted  for  by  additions  made  to  property 
during  the  Interval  from  April  1, 1901,  to  July  1, 1902,  such  additions,  of  course,  being  included  in  the  Cor- 
poration's figures. 

2  This  figure  includes  $40,340,000  of  indebtedness  which  was  not  included  in  the  estimate  of  the  Corpo- 
ration, this  addition  being  made  in  order  to  render  the  estimates  comparable. 

3  In  arriving  at  this  figure  purchase-money  obligations  and  real-estate  mortgages  of  $16,369,000,  which 
were  deducted  by  the  Corporation,  were  restored  by  the  Bureau  to  malie  the  amounts  comparable. 

The  Bureau,  therefore,  as  a  result  of  its  analysis  of  investment  by 
departments  of  the  business,  finds  the  value  of  the  tangible  assets  of 
the  Steel  Corporation  in  April,  1901 — calculated  on  a  liberal  basis 
throughout— to  be  approximately  $082,000,000.  Of  this,  $100,000,000 
represented  the  ore  property,  $-250,000,000  the  manufacturing  plants 
and  real  estate,  $91,500,000  the  transportation  property.  $80,000,000 
the  coal  and  coke  jjroperty,  $20,000,000  the  natural-gas  property, 
$4,000,000  the  limestone  property,  and  the  remainder,  $136,500,000, 
the  net  current  assets. 

This  total,  it  will  be  seen,  is  less  than  one-half  the  total  as  estimated 
by  the  Corporation  in  July,  1902.  The  excess  of  the  Corporation's 
figures  (after  including  bonded  indebtedness  of  transportation  com- 
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panies  and  sundry  mortgages  and  purchase-money  obligations  to 
make  the  two  estimates  comparable)  is  $775,000,000.  A  small  part 
of  the  diiference  is  due  to  additions  to  the  investment  up  to  July, 
1902.  However,  the  great  bulk  of  the  difference  between  the  two  val- 
uations is  found  in  the  item  of  iron  ore,  on  which  the  Corporation  in 
1902  placed  a  value  seven  times  the  value  in  1901  as  determined  by 
the  Bureau. 

As  repeatedly  pointed  out,  the  Corporation's  estimate  was  prepared 
when  it  was  on  the  defensive  in  an  important  lawsuit,  and  further- 
more M'as  prepared  for  the  obvious  purpose  of  justifying  its  huge 
capitalization.  In  view  of  all  the  evidence  presented  in  this  chapter, 
it  is  apparent  that  the  Corporation's  estimate  of  its  ore  property  is 
entitled  to  practically  no  consideration.  The  valuation  of  the  Bu- 
reau, on  the  other  hand,  has  beep  reached  after  careful  analysis  by 
several  different  methods,  and  is  entitled  to  great  weight.  Moreover, 
it  must  be  regarded  as  a  rather  liberal  expression  of  the  value  of  the 
ore  property  in  1901. 

It  will  be  noted  that  the  above  total  of  $682,000,000  for  all  of  the 
tangible  assets  does  not  include  any  specific  allowance  for  good  will 
or  other  intangible  considerations.  It  may  be  that  some  of  the  valua- 
tions above  given  are  sufficiently  liberal  to  include  a  small  allowance 
for  intangible  considerations.  It  is  probable,  however,  that  the  aggre- 
gate of  any  such  amounts  is  comparatively  unimportant. 

As  a  matter  of  fact,  as  previously  pointed  out,  the  element  of  good 
will  in  the  steel  industry  appears  to  be  much  less  important  than  in 
industries  where  brand  values  and  trade-marks  are  important  factors. 
Thus,  pig  iron  of  a  certain  manufacturer  does  not  ordinarily  com- 
mand any  special  premium  over  pig  iron  of  the  same  general  descrip- 
tion produced  by  another  maker.  The  same  would  be  substantially 
true  of  crude  steel  and  of  most  of  the  steel  products  made  by  the 
Steel  Corporation.  In  the  case  of  the  Carnegie  Company,  the  splendid 
organization  and  high  efficiency  of  the  working  force  undoubtedly 
gave  the  business  a  value  in  excess  of  the  $160,000,000  of  tangible 
assets  credited  to  it  by  the  Bureau  at  its  organization  in  March,  1900. 
However,  much  of  this,  instead  of  being  good  will  which  could  be 
permanently  transferred,  was  nothing  more  than  the  efficiency  of  the 
personnel  of  the  staff,  which,  in  the  absence  of  long-term  contracts 
with  the  United  States  Steel  Corporation,  could  not  be  regarded  as 
at  all  a  permanent  or  certain  addition  to  its  intangible  assets.  Indeed, 
subsequent  history  shows  rather  frequent  withdrawals  of  the  old  Car- 
negie Steel  interests  from  the  United  States  Steel  Corporation.  There- 
fore, while  the  services  of  these  individuals  imparted  to  the  business 
of  the  Carnegie  concern  a  high  degree  of  earning  power  as  distinct 
from  the  value  of  its  tangible  assets,  this  was  a  consideration  which 
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could  not  properly  have  been  capitalized,  at  leant  at  any  considerable 
figure,  by  the  Steel  Corporation. 

It  may  be  repeated  that  the  Bureau's  figures  do  not  allow  for  any 
additional  value  which  may  ha^e  been  imparted  to  these  properties 
by  the  mere  act  of  consolidation.  A  large  part  of  any  such  addition 
is  properly  excluded  from  consideration,  as  it  must  have  been  due  in 
a  measure  to  concentration  of  ownership  and  control  or  the  restric- 
tion of  competition.  ^Vhile  the  merger  of  such  properties,  particu- 
larly on  account  of  greater  integration,  might  have  imparted  a  con- 
siderable value  to  them  as  going  concerns  over  and  above  the  aggre- 
gate of  the  valuations  prior  to  consolidation,  it  is  impossible  to  sep- 
arate any  such  increase  in  value,  due  to  coordination  and  integration, 
from  the  increase  due  to  the  elimination  of  competition,  and  therefore 
no  quantitative  statement  of  such  additional  value  has  been  attempted 
by  the  Bureau.  This  matter  of  merger  value  is  discussed  at  more 
length  elsewhere.     (See  pp.  ;52.V327.) 

NOTE    EXPLAINING    PKINCIPLE    OF    PLOTTING    CUKVE    OF    PRODUCTION    IN    DISCOUNTING 
ROYALTIES    OF   LEASED   ORE. 

It  will  be  recalled  that  in  discouuting  the  value  of  royalties  on  leased  ore,  on 
pages  224-225,  it  was  pointed  out  that  if  a  strictly  scientific  method  were  to  be 
followed,  it  would  be  nt-ci'ssn  ry  to  plot  the  probable  "  curve  of  jjroduction  " 
yearly,  Instead  of  asi-imiint'  a  uniforni  annual  rate  of  production,  as  was  done 
in  the  computations  summarized  in  Table  21,  on  page  226.  As  there  pointed 
out,  in  the  early  stages  of  the  development  of  a  large  ore  deposit  the  production 
tends  to  increase  very  slowly  until  the  mine  is  fairly  opened  po  that  large-scale 
operations  arc  possible.  When  this  occurs  there  should  be  a  very  rapid  increase 
in  the  ijroductiou  for  a  time.  As  the  maximum  production  is  reached,  the  rate 
tends  to  remain  constant  for  a  time.  As  the  ditHeulties  of  mining  increase,  how- 
ever, owing  to  the  necessity  of  going  to  greater  depths  and  owing  to  increased 
costs,  this  rapid  rate  of  production  is  checked  and  in  the  final  stages  of  the 
development  of  the  mine — that  is,  when  the  remainder  of  the  deposit  is  rapidly 
becoming  exhausted — the  annual  production  ordinarily  should  show  an  abrupt 
decrease. 

While,  as  already  stated,  a  strictly  scientific  calculation  of  the  probable  curve 
of  production  would  ln\ol\e  great  pains,  the  allotment  given  in  Table  24  is 
sufficiently  in  accord  with  scientific  methods  to  serve  the  purposes  of  this 
discussion. 
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Table  24.— INDICATED  "  PRESENT  WORTH  "  OF  THE  FEE  OF  AN  IRON-ORB  DE- 
POSIT OF  700,000,000  TONS,  OBTAINED  BY  DISCOUNTING  A  ROYALTY  OF  28 
CENTS  PER  TON  AT  6  PER  CENT  OVER  A  PERIOD  OF  THIRTY-FIVE  YEARS, 
BASED  ON  A  VARIABLE  RATE  OF  PRODUCTION. 


10. 
11. 
12. 
13. 
14. 
15. 
16. 
17. 
18. 
19. 
20. 
21. 
22. 
23. 
24. 
25. 
26. 

28. 
29. 
30. 
31. 
32. 
33. 
34. 
35. 


Estimated  an- 
nual output. 


Terns. 
13,020,000 
13,885,000 
14,750,000 
15,615,000 
16,480,000 
17,530,000 
18,76.3,000 
20,000,000 
21,235,000 
22,470,000 
23,470,000 
24,235,000 
25,000,000 
26,765,000 
26,530,000 
27,030,000 
27,265,000 
27,500,000 
27,7.35,000 
27,970,000 
27,970,000 
27,735,000 
27,500,000 
27,265,000 
27,030,000 
25,330,000 
22,165,000 
19,000,000 
15,835,000 
12,670,000 
10,120,000 
8,185,000 
6,250,000 
4,315,000 
2,380,000 


Total. 


700,000,000 


Royalty. 


Present  worth  for  year 
given  at  6  per  cent 
discount  of— 


$0.; 


.28 
.28 
.28 
.28 
.28 
.28 
.28 
.28 
.28 
.28 
.28 
.28 
.28 
.28 
.28 
.28 
.28 
.28 
.2S 


Jl.OO. 


.I'N 

$1,000 

.28 

.9434 

.28 

.8900 

.28 

.8396 

.28 

.7921 

.28 

.7473 

.28 

.7050 

.28 

.6651 

.28 

.6274 

.28 

.5919 

.28 

.5584 

.28 

.5268 

.28 

.4970 

.28 

.4688 

.28 

.4423 

.4173 
.3937 
.3714 
.3503 
.3305 
.3118 
.2942 
.2775 
.2618 
.2470 
.  2.330 
.2198 
.2074 
.1956 
.  1S46 
.1741 
.1643 
.1550 
.1462 
.1379 


$0.28. 


$0. 2800 
.2642 
.2492 
.2351 
.2218 
.2092 
.1974 
.1862 
.1757 
.1657 
.1564 
.1475 
.1392 
.1313 
.1238 
.1168 
.1102 
.1040 
.0981 
.0925 
.0873 
.0824 
.0777 
.0733 
.0692 
.0662 
.0615 
.0681 
.0548 
.0517 
.0487 
.0460 
.0434 
.0409 


Present 

worth  of 

each  year's 

output. 


.53,615,000 

3,667,751 

3,675,700 

3,670,899 

3,665,066 

3,668,047 

3,704,211 

3,724,560 

3,730,395 

3,723,998 

3,669,581 

3,574,759 

3,479,000 

3,382,017 

3,285,581 

3,158,293 

3,005,585 

2,859,780 

2,720,360 

2,588,344 

2,441,893 

2,284,698 

2, 136, 750 

1,998,634 

1,869,395 

1,662,529 

1,364,123 

1,103,368 

867,251 

654,887 

493,330 

376,543 

271,250 

176, 639 

'91,897 


1,372,714 


In  this  table  the  early  stages  of  production  are  not  shown,  since  in  the  first 
year  given  the  production  of  the  Steel  Corporation  (based  partly  on  acquisitions 
of  ore  property  subsequent  to  its  organization)  had  already  reached  13,000,000 
tons.  The  total  production  for  each  of  the  first  two  five-year  periods  as  here 
given  is  very  close  to  the  actual  production  of  the  Steel  Corporation  for  those 
periods.  The  actual  yearly  figures  of  production  from  1901  to  1910,  however, 
show  very  marketl  fluctuations,  particularly  on  account  of  a  heavy  falling  off 
in  output  in  1904  and  1908.     Such  exceptional  movements  are  not  taken  account 
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of  in  this  table,  since  It  would  obviously  bo  imiiossiblo  to  attempt  to  so  fore- 
cast years  of  depression  throughout  the  entire  period. 

In  assuming  the  production  for  the  first  ten-ycur  period  at  a  total  almost  as 
large  as  that  actually  recorded  by  the  Steel  Coriicirallon,  the  Bureau  has  been 
very  liberal  to  this  assumed  original  ore  deposit  of  70(t.(Kio.OOO  tons,  because,  as 
already  pointed  out.  the  aggregate  value  of  such  a  deposit  increases  with  a  high 
rate  of  exhaustion;  that  is  to  say,  as  the  table  clearly  shows,  a  million  tons  of 
ore  production  in  the  first  year  is  worth  very  nmch  more  than  a  million  tons' 
production  in  the  last  year  of  the  period. 

While,  therefore,  it  should  )je  clearly  understood  that  the  Bureau  is  not  assum- 
ing to  predict  what  the  actual  yearly  production  would  be  from  the  assumed 
deposit  of  700,000,000  tons,  this  table  gives  an  idea  of  the  principles  involved  in 
a  scientific  calculation  of  the  probable  duration  of  a  given  ore  deposit. 


CHAPTER  IV. 

SUMMARY  OF  EVIDENCE  OF  EXCESSIVE  ISSUE  OF  SECURITIES 
BY  UNITED  STATES  STEEL  CORPORATION  IN  1901. 

Section   1.  Comparison  of  Bureau's  valuations  with  total  outstanding 
capitalization. 

The  Bureau's  estimates  of  the  value  of  the  investment  of  the 
United  States  Steel  Corporation  at  its  organization  in  April,  1901, 
arrived  at  by  the  three  diflferent  methods  employed — that  is,  by 
analysis  of  the  assets  of  the  constituent  concerns,  by  the  use  of  market 
quotations  of  securities  of  those  concerns,  and  by  departments  of  the 
business  of  the  Corporation  itself — may  now  be  summarized  and 
compared  with  tlie  capitalization  of  the  Corporation  at  that  time. 
Such  a  comparison  is  given  in  the  following  table : 

Table  25.— COMPARISON  OF  ESTIMATES  OF  VALUE  OF  PROPERTY  OF  UNITED  STATES 
STEEL  COKPORATION  AT  ITS  ORGANIZATION  IN  1901,  WITH  PAR  VALUE  OF  ITS 
SECURITIES. 


Exc&ss  of  se- 
curities over 
estimates. 


Total  capitalization  in  Apr.,  1901,  including  underlying  bonds  and  pur- 
chase-money obligations i  $1, 402, 846, 817 

Investment  in  tangible  property  alone,  indicated  by  historical  analysis , . .         676, 000, 000 

Value  of  all  property,  tangible  and  intangible,  as  indicated  by  market 
prices  of  securities  of  constituent  concerns 793, 000, 000 

Value  of  tangible  property  as  estimated  by  departments  of  tlie  business...         682, 000, 000 


$726,846,817 

609,846,817 
720,846,817 


1  Excluding  S535,407  unacquired  stock  in  constituent  concerns  for  which  no  corresponding  deduction 
was  made  in  the  first  and  third  estimates. 

The  Bureau's  two  valuations  of  the  tangible  property  alone  agree 
very  closeh',  although  to  a  very  considerable  extent  they  were  arrived 
at  independently  of  one  another.  The  valuation  based  on  market 
prices  of  the  securities  of  the  constituent  concerns  naturally  is  higher 
than  the  other  two,  since  it  includes  intangible  considerations  as  well. 

It  will  be  seen  at  once  that  the  capitalization  of  the  Steel  Corpora- 
tion in  1901  greatly  exceeded  the  value  of  the  property  acquired  as 
indicated  by  any  one  of  the  three  methods  employed.  By  the  first 
method,  that  of  historical  analysis  of  the  organization  of  the  con- 
stituent concerns,  the  excess  of  capitalization  over  tangible  assets  was, 
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roughly,  $727,000,000.  By  the  third  method,  which  also  considers 
tangible  assets  only,  the  excess  is  $721,000,000.  Even  on  the  basis  of 
the  second  method,  which,  as  repeatedly  pointed  out,  is  the  public's 
estimate,  through  the  stock  market,  of  the  value  of  the  companies  as 
going  concerns  and  which  therefore  includes  intangible  as  well  as 
tangible  assets,  the  excess  is  nearly  $610,000,000. 

Owing  to  the  difficulty,  and,  indeed,  to  the  practical  impossibility, 
of  arriving  at  a  valuation  of  the  intangible  assets  of  the  Corporation 
which  would  not  be  influenced  by  the  element  of  combination  (see 
p.  326),  the  Bureau  has  confined  its  study  of  the  investment  to  tangi- 
ble property.  For  this  purpose  it  has  accepted  the  valuation  of 
$GS2,0()0.000  arri\'ed  at  Ijy  the  third  method,  in  the  manner  already 
described  in  the  preceding  chapter.  "While,  of  course,  absolute  preci- 
sion ciiii  not  be  claimed  for  this  figure,  it  was  reached  only  after  very 
exhaustive  analysis;  moreover,  in  every  case  the  Corporation  was 
given  the  benefit  of  reasonable  doubt,  so  that  this  result  must  be 
regarded  as  distinctly  a  liberal  valuation  of  the  tangible  property  of 
the  Corporation  in  1901.  On  this  basis,  no  less  than  $720,816,000  of 
the  total  capitalization  of  the  Corporation  was  unprotected  by  tangi- 
ble property  values;  that  is  to  say,  the  entire  issue  of,  roughly, 
$508,000,000  of  common  stock  and  over  $212,000,000  of  the  preferred 
stock  had  no  tangible  property  back  of  it  at  the  organization  of  the 
Corporation  in  1901. 

In  this  c(innecti((n  it  ma_v  be  noted  that  in  testimony  before  the 
Ways  and  Means  Committee,  in  1908,  E.  H.  Gary,  chairman  of  the 
Steel  Corporation,  was  questioned  with  respect  to  a  valuation  of 
$1,782,187,383  for  the  proiDcrties  of  the  Steel  Corporation  at  the  close 
of  1907.  An  excei'i)t  from  his  testimony  before  that  committee 
follows : 

Mr.  CocKRAN.  Of  this  whole  sum  of  $1,782,000,000,  was  not 
$1,000,000,000,  at  least,  capitalized  profits  as  distinguished  from 
original  investment  ? 

Mr.  Gary.  I  should  have  to  guess  at  that;  but  I  should  guess 
yes,  including  increases  in  value. 

While  an  offhand  answer  to  such  an  important  question  should  not 
be  given  too  much  weight,  the  resulting  valuation  of,  say,  $782,- 
000,000  for  the  projDerties  at  the  time  the  Steel  Corporation  was 
formed  is  surprisingly  in  line  with  the  valuation  of  the  Bureau 
already  given. 

The  Bureau  does  not  for  the  purposes  of  the  present  discussion  take 
up  the  question  whether  the  Steel  Corporation  should  ha\o  issued 
securities  up  to  only  the  value  of  the  tangible  projserty,  as  here  esti- 
mated. As  previously  pointed  out,  opinions  concerning  the  proper 
basis  of  capitalization  are  very  diverse.  The  Bureau  is  not  con- 
cerned at  the  moment  with  the  question  of  what  would  be  the  best 
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method  of  capitalization,  but  with  the  relation  between  the  capitali- 
zation actually  determined  upon  and  the  value  of  the  investment 
represented  thereby.  The  question  of  the  principles  of  capitaliza- 
tion is  one  of  great  general  interest,  but  in  this  present  discussion  the 
Bureau  is  dealing  only  with  the  question  of  fact.  On  this  point,  as 
already  stated,  it  is  clear  that  there  was  an  excess  of  more  than 
$700,000,000  of  capitalization  over  the  actual  investment  in  tangible 
property  in  1901.  Even  granting  that  there  may  have  been  a  con- 
siderable value  in  the  intangible  considerations,  it  is  reasonably  clear 
that  at  least  the  entire  issue  of  common  stock,  setting  aside  all 
"  merger  value  "  (see  p.  326) ,  represented  nothing  but  "  water." 

'\Aniile,  tlierefore,  it  is  not  the  purpose  of  this  report  to  say  what 
should  have  been  the  capitalization  of  the  Steel  Corporation,  it  is 
ol)vious  that  the  company  was  heavily  overcapitalized,  judged  by  any 
method  of  valuing  its  assets. 

Section  2.  Comparison  of  par  value  of  securities  of  Steel  Corporation 
itself  with  their  market  value. 

Incidentally  it  is  well  to  consider  briefly  the  aggregate  market 
value  of  the  securities  of  the  Steel  Corporation  itself.  But  it  must 
])('  clearly  recognized  that  this  is  in  no  sense  a  part  of  the  previous 
discussion  of  the  value  of  its  assets,  because  such  a  computation 
introduces  a  wholly  new  factor,  namely,  the  merger  value  given  to 
the  properties  by  the  very  act  of  combining  them  mider  a  single 
great  concern,  and  other  intangible  considerations. 

The  average  jjrice  at  which  United  States  Steel  preferred  stock 
sold  during  the  first  year  of  the  existence  of  the  Corporation — this 
average  l)eing  based  on  an  average  of  the  means  of  the  highest  and 
lowest  quotations  daily — was  04,  and  the  corresponding  average  for 
the  common  stock  was  44.  The  average  price  of  the  5  per  cent  fifty- 
year  bonds  was  approximately  115.  The  average  price  of  the  under- 
lying bonds,  mortgages,  and  purchase-money  obligations  can  not  be 
satisfactorily  determined.  Since  transactions  in  some  of  these  were 
very  infrequent,  and  in  some  cases  there  were  no  recorded  transac- 
tions, and  since  the  total  amount  of  these  was  comparatively  small, 
they  may  be  reckoned  at  par,  as  they  have  been  in  preceding  tables 
of  this  sort. 

Applying  these  avera'ge  prices  to  the  total  outstanding  capitaliza- 
tion of  the  Steel  Corporation  (including  underlying  bonds,  mort- 
gages, and  purchase-money  obligations)  at  the  time  of  its  organiza- 
tion, the  indicated  market  valuation  of  these  securities  was  approxi- 
mately $1,133,144,031,  as  shown  by  Table  '2G  on  the  following  page. 
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Table 26.— COMPARISON  OF  PAR  VALUE  OF  STEEL  CORPORATION'S  SECURITIES  WITH 
MARKET  VALUE,  BASED  ON  AVERAG  K  PRICES  FOR  THE  FIRST  YEAR  AFTER  ITS 
ORGANIZATION. 


Preferred  stock 

Common  stock 

5  per  cent  bonds 

Underlying  bonds,  mortgages,  and  purchase- 
money  obligations 


Total. 


I-'ar  value. 


S5in,205,74:i 
508,227,394 
303,450,000 

80,963,680 


1,402,846,817 


Average 

price  first 

year, 


94 

44 

1115 


Market  value 
based  on  aver- 
age price,  first 
year. 


$479,593,398 
223, 620, 053 
348,967,500 

80,963,680 


1,133,144,631 


Excess  of  par 

value  over 

market  value. 


$30,612,345 
284,607,341 


269,702,186 


1  Approximately. 

2  Excess  of  market  value  over  par. 

'  Estimated.    Many  of  these  underlying  securities  were  not  on  the  market. 

The  par  value  of  the  Steel  Corporation's  securities,  therefore,  shows 
an  exces.s  over  the  market  valuation  of  $269,700,000.  Had  the  fifty- 
j^ear  bonds  been  taken  at  par  instead  of  at  the  market  value  (which 
method  might  be  justified  on  the  ground  that  the  premium  was 
largely  influenced  by  the  term  of  these  bonds,  and  the  condition  of 
the  money  market  rather  than  hy  property  values),  the  excess  would 
have  been  about  $315,000,000. 

It  should  be  unnecessary,  however,  to  argue  that  a  market  valuation 
based  upon  the  prices  of  the  securities  of  the  Steel  Corporation  itself 
is  not  a  proper  criterion  by  which  to  judge  the  real  value  of  the 
assets  of  the  Corporation  at  its  organization.  It  will  be  remembered 
that  in  Table  13,  on  page  170,  it  was  shown  that  the  market  valua- 
tion of  the  securities  of  the  constituent  concerns  acquired  by  the  Steel 
Corporation  based  upon  the  average  prices  of  1899  and  1900  (and 
including  $25,003,000  new  cash  capital  as  well  as  underlying  indebted- 
ness at  par)  was  $702.9(;i,970.  The  market  value  of  the  securities  of 
the  Steel  Corporation  it.self  based  upon  the  average  prices  recorded 
during  the  first  year  of  its  operation  (except  for  the  underlying  in- 
debtedness, which  is  taken  at  par)  is  $1,133,144,631,  or  $346,182,661 
more  than  the  market  valuation  of  the  securities  acquired  in  the  com- 
ponent concerns  in  1899  and  1900. 

It  is  apparent,  therefore,  that  the  aggregate  market  valuation  was 
greatly  increased  as  a  direct  result  of  the  merger  of  these  various 
constituent  concerns  under  a  single  control.  Undoubted! v  much  of 
this  increase  in  market  valuation  was  in  the  nature  of  an  increase 
due  to  concentrated  control  over  the  industry.  It  is  incredible  that 
there  had  been  any  such  enormous  increase  in  the  real  value  of  the 
property  in  this  short  interval.  A  part  of  the  increase  was  undoubt- 
edly a  temporary  reflection  of  current  conditions  in  the  stock  market 
The  year  1901  ^^'as  one  of  mai'ked  jnosperity  in  the  steel  industry' 
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and  despite  the  acute  stock-market  panic  which  occurred  in  May  it 
was  a  year  of  firm  and  even  of  rising  values  for  securities  in  general. 
The  stocks  of  the  Steel  Corporation,  moreover,  undoubtedly  were 
given  support  by  large  banking  interests  during  the  greater  part  of 
the  organization  period.  In  view  of  these  facts,  and  more  especially 
the  fact  that  the  Steel  Corporation  was  a  consolidation  controlling 
a  very  substantial  proportion  of  the  steel  business  of  the  country, 
this  market  valuation  of  its  securities  of  approximately  $1,133,000,000 
obviously  exaggerates  a  fair  valuation  of  the  properties  acquired  as 
they  existed  under  separate  ownership.  Nevertheless,  even  judged  by 
this  unduly  favorable  standard,  the  capitalization  of  the  Corporation 
was  very  excessive. 

It  may  be  noted  in  this  connection  that  in  the  latter  part  of  1903 
and  the  early  part  of  1904,  during  a  sharp  reaction  in  the  steel  in- 
dustry, the  market  value  of  its  securities  was  very  greatly  reduced. 
Thus  the  preferred  stock  in  1903  sold  as  low  as  49f ,  and  the  common 
stock  as  low  as  10  (the  latter  sold  somewhat  lower  in  1904).  The 
fifty-vear  bonds  sold  as  low  as  102,  while  the  new  10-60  j^ear  bonds, 
which  were  issued  in  that  year  chiefly  to  retire  preferred  stock,  sold 
as  low  as  G.").^  At  these  low  prices  (including  underlying  indebted- 
ness at  par  in  the  absence  of  quotations),  the  total  market  value  of 
the  securities  of  the  Corporation  was  only  about  $751,000,000,^  or 
$382,000,000  less  than  the  aggregate  value  shown  by  the  1901  prices. 

The  Bureau  does  not  contend  that  this  valuation  at  these  low  prices 
is  a  fair  indication  of  the  real  value  of  the  property  at  that  time,  but 
this  figure  illustrates  the  danger  of  using  stock-market  quotations 
as  a  conclusi^'e  test  of  values  unless  aA'eraged  over  a  long  period  under 
varying  conditions.  On  the  other  hand,  such  stock-market  prices, 
when  averaged  over  long  periods,  frecjuently  are  an  exceedingly 
valuable  criterion. 

Section  3.  Evidence  of  overcapitalization  in  excessive  issue  of  stock  to 
underwriting  syndicate. 

Very  convincing  evidence  of  an  excessive  issue  of  securities  by  the 
Steel  Corporation  is  afforded  by  the  enormous  payment  which  it 
allowed  the  underwriting  syndicate,  so  called.  The  syndicate  agree- 
ment (a  copy  of  which  is  given  on  p.  383)  provided  that  in  addition 
to  undertaking  to  secure  at  least  .51  per  cent  of  the  stocks  'of  the 
various  companies  originally  to  be  acquired,  the  syndicate  should 

'Transactions  in  tlie  fifty-year  bonds  were  limited.  Tlie  other  securities  named,  liow- 
ever,  were  heavily  traded  in  in  Wo.'i.  It  may  be  noted  that  if  the  low-record  prices  of  the 
common  stock  in  1904  were  combined  with  the  low-record  prices  of  the  other  securities 
reached  in  1903,  the  total  valuation  here  reached  would  be  somewhat  reduced.  It  seems 
fairer,  however,  to  take  quotations  for  all  securities  at  about  the  same  date. 

-  In  this  calculation  allowance  has,  of  course,  been  made  for  the  fact  that  $150,000,000 
of  preferred  stock  had  been  exchanged  for  a  like  amount  of  the  10-60  year  bonds,  while 
:f20, 000,000  of  such  bonds,  moreover,  had  been  sold  for  cash. 
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furnish  the  Steel  Corporation  with  $25,000,000  cash  capital.  In  addi- 
tion to  this  sum,  the  syndicate  incurred  expenses  of  about  $3,000,000 
attendant  upon  the  organization  of  the  Corporation,  through  fees, 
purchase  of  miscellaneous  securities,  etc.,  which  sum  should  be  added 
to  the  $25,000,000  cash  capital  provided,  in  stating  the  total  cash  con- 
sideration proN'ided  by  the  syndicate.  For  this  total  cash  considera- 
tion of  $28,000,000  and  its  services  the  underwriting  syndicate  re- 
ceived from  the  Steel  Corporation  the  enormous  total  of  practically 
1,300,000  shares  of  its  stock  (half  preferred  and  half  common),  of  an 
aggregate  par  value  of  $130,000,000.  That  this  huge  block  of  stock 
was  actually  received  by  the  syndicate  was  explicitly  stated  in  the 
preliminary  report  of  the  Steel  Corporation,  which,  after  giving  the 
amounts  of  stock  issued  to  acquire  the  securities  of  the  constituent 
concerns,  further  stated: 

The  residue  of  the  common  and  preferred  stock  of  this  Cor- 
poration delivered  to  the  syndicate  under  the  contract  of  March 
1,  1901,  and  not  used  for  the  acquisition  by  it  of  the  stocks  of 
the  specified  companies,  being  the  shares  which,  as  stated  in  the 
syndicate  circular  of  March  2,  1901,  were  to  be  retained  by  and 
to  belong  to  the  syndicate,  amounted  to  649,987  shares  of  pre- 
ferred stock,  and  0-l:9,i>S8  shares  of  common  stock.  This  residue 
of  stock  or  the  ])i'oeee<ls  thereof,  after  reimbursing  the  syndicate 
the  $25,000,000  in  cash  which  it  paid  to  the  Corporation,  and 
approximately  $;i,000,000  for  other  syndicate  obligations  and 
expenses,  constituted  surplus  or  profit  of  the  syndicate. 

Peofit  realized  FROJi  Tins  STOCK  BY  THE  SYNDICATE. — This  enor- 
mous  "'residue,"  as  it  was  termed,  yielded  a  very  large  profit  to  the 
syndicate.  At  valuations  of  44  for  the  common  stock  and  94  for  the 
preferred  stock  (the  average  prices,  respectively,  at  which  these  shares 
sold  during  the  first  year  after  the  organization  of  the  Steel  Cor- 
jDoration),  the  total  value  of  these  stocks  thus  delivered  to  the  syndi- 
cate would  have  been  approximately  $89,700,000.  As  a  matter  of 
fact,  it  appears  that  the  amount  actually  realized  by  the  syndicate 
was  about  $90,.500,000.  .Vfter  reimbursing  the  syndicate  for  the 
$25,000,000  cash  capital  raised  by  it,  and  also  for  the  $3,000,000 
incurred  in  expenses,  the  syndicate  managers  paid  out  in  profits  to 
syndicate  members  substantially  $50,000,000.  Before  distributing 
these  huge  profits,  however,  J.  P.  Morgan  &  Co.,  as  syndicate  man- 
agers, reserved  as  their  compensation  20  per  cent  of  the  total  profits. 
The  total  profits  consequently  were  one-fourth  greater  than  the 
amount  thus  distributed  to  syndicate  members,  or,  in  other  words, 
they  were,  roughly  speaking,  $('i2,500,000. 

It  may  be  noted  that  about  $4,000,000  of  this  total  was  not  in  the 
form  of  cash.  After  reimbursing  the  syndicate  for  its  cash  obligations 
of  $28,000,000,  the  syndicate  managers  paid  four  cash  dividends  of 
$10,000,000  each  (after  reserving  in  each  case  their  20  per  cent  commis- 
sion), and  a  final  dividend  of  $6,000,000  in  cash  plus  $4,000,000  paid- 
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up  participation  in  a  syndicate  then  being  organized  by  J.  P.  Mor- 
gan &  Co.  to  underwrite  the  so-called  "  bond  conversion  "  scheme  of 
the  Corporation,  discussed  elsewhere  (Chap.  VIII).  There  is  some 
question  whether  this  $4,000,000  participation  in  the  second  syndicate 
realized  its  par  value  on  the  liquidation  of  that  syiidicate,  but  any 
diflPerence  between  the  amount  finally  realized  and  the  par  value 
($4,000,000)  was  undoubtedly  so  small  that  it  can  be  disregarded. 
The  profit  on  this  operation  over  and  above  all  expenses  may  there- 
fore be  fairly  stated  at  $62,500,000. 

There  can  be  no  question  that  this  huge  compensation  to  the  syndi- 
cate, or,  in  other  words,  the  enormous  block  of  stock  upon  which  this 
profit  w^s  realized,  was  greatly  in  excess  of  a  reasonable  compensa- 
tion. The  syndicate  was,  of  course,  properly  to  be  reimbursed  not 
only  for  the  $25,000,000  new  cash  capital'which  it  provided  the  Cor- 
poration, and  for  the  $3,000,000  of  expenses  incurred,  but  was  also 
entitled  to  some  compensation  for  the  labor  and  risk  of  raising  these 
sums.  Moreover,  the  syndicate  presumably  rendered  some  other 
services  of  value  in  facilitating  the  organization  of  the  Corporation 
and  the  flotation  of  its  securities,  for  which  it  would  reasonably 
expect  some  compensation.  However,  these  services  certainly  were 
not  worth  anything  like  the  enormous  price  which  the  Corporation 
paid.  Nor  can  this  payment  be  justified  on  the  ground  of  extraordi- 
nary risk.  The  Corporation  was  organized  at  a  time  of  jironounced 
buoyancy  in  the  stock  market  and  decided  prosperity  in  the  steel 
industry.  It  is  true  that  only  a  short  time  after  its  organization  the 
famous  Northern  Pacific  corner  and  the  resulting  stock-market  panic 
occurred.  Such  a  contingency,  however,  is  one  of  the  possibilities 
that  all  underwriting  syndicates  have  to  take  account  of,  and  was 
entitled  to  no  more  weight  in  this  case  than  in  the  case  of  numerous 
other  underwriting  arrangements  which  were  made  by  other  large 
corporations  at  the  same  period. 

It  is,  moreover,  true  that  the  nominal  liability  of  the  syndicate, 
or  what  may  be  called  its  nominal  capital,  was  $200,000,000.  This, 
however,  was  the  liability  of  the  syndicate  subscribers  to  the  syndi- 
cate managers  and  not  to  the  Steel  Corporation,  to  which  its  cash 
liability,  as  just  shown,  was  only  $25,000,000  (not  including  $3,000,000 
of  expenses) .  It  was  the  understanding,  tacit  or  expressed,  that  the 
syndicate  managers  did  not  expect  to  call  upon  the  syndicate  sub- 
scribers for  more  than  a  single  payment  of  12^  per  cent  of  the  total 
nominal  liability  ($200,000,000) ,  or  $25,000,000.  As  a  matter  of  fact, 
that  was  the  only  call  actually  made.  Had  a  further  call  been  made 
upon  the  syndicate  subscribers,  this  would  have  been  to  meet  tem- 
porary exigencies  accompanjdng  the  flotation  of  the  Steel  Corpora- 
tion's stock,  and  not  to  make  any  further  payment  to  the  Corporation 
itself.  The  large  nominal  obligation  of  the  syndicate  subscribers  to 
the  syndicate  managers  apparently  was  determined  upon  in  part  with 
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a  view  to  disarming  subsequent  criticism  of  tlie  enormous  compensa- 
tion which  it  received. 

A  ver}'  important  consideration  to  point  out  is  that  while  tlie  syndi- 
cate was,  from  the  standpoint  of  the  prestige  and  reputation  of  the 
bankers  identified  with  it,  nominally  compelled  to  see  the  organization 
of  the  Steel  Corporation  successfully  through,  there  was  no  legal 
obligation  of  this  sort  whatever.  Instead,  a  circular  of  the  syndicate 
managers  to  the  stockholders  of  the  various  constituent  concerns 
which  were  to  he  acquired  stated  very  positively  that  the  syndicate 
managers  might  at  any  time  wholly  abandon  the  transaction,  in  which 
event  the  stockholders  in  the  acquired  companies  would  have  no  claim 
whatever  against  the  syndicate  managers.  This  is  shown  by  the 
fourth  paragraph  in  the  official  circular  of  J.  P.  Morgan  &  Co.,  the 
syndicate  managers,  as  follows: 

The  undersigned  are  authorized  to  proceed  with  the  proposed 
transaction  whenever  in  their  sole  judgment  a  sufficient  amount 
of  the  stocks  of  said  companies,  or  of  any  of  them,  shall  have  been 
deposited.  They  reseroe  the  7'ight^  at  any  time,  in  their  discre- 
tion, to  wholly  abandon,  the  transaction,  and  to  withdraw  their 
offer  herein  contained,  as  to  all  tlie  depositors,  by  publication  of 
notice  of  such  withdrawal  in  two  daily  newspapers  in  the  city  of 
New  York;  and  in  that  event  all  the  deposited  shares  shall  be 
returned  without  charge  upon  surrender  of  the  respective  receipts 
therefor.  In  case  of  any  such  withdrawal  of  the  offer  hereunder 
as  to  all  or  to  any  depositors,  such  depositors  shall  hace  no  claim 
against  the  undersigned,  and  shall  only  be  entitled  to  receive  their 
deposited  securities  upon  surrender  of  the  respective  receipts 
therefor.^ 

It  may  be  objected,  as  just  suggested,  that  it  is  almost  incredible 
that  the  syndicate  managers  would  abandon  the  transaction.  Never- 
theless, this  distinct  provision  that  they  might  do  so  if  they  saw  fit, 
without  giving  an}^  explanation  and  without  rendering  themselves 
in  the  slightest  way  liable,  clearly  is  entitled  to  great  weight  in  judg- 
ing the  risks  assumed  by  the  syndicate.  As  a  matter  of  fact,  as  the 
sequel  showed,  the  syndicate  was  compelled  to  bear  only  a  very  moder- 
ate risk,  while  it  was  one  of  the  most  profitable  ever  organized  in  the 
United  States. 

It  is  worth  passing  notice  that  J.  P.  Morgan  &  Co.,  the  syndicate 
managers,  in  the  closing  paragraph  of  their  circular  to  the  share- 
holders, said : 

It  is  proper  to  state  that  J.  P.  Morgan  &  Co.  are  to  receive  no 
compensation  for  their  services  as  syndicate  managers  beyond  a 
share  in  any  sum  which  ultimately  may  be  realized  by  the 
syndicate. 

As  just  shown,  however,  the  share  of  J.  P.  Morgan  &  Co.  in  the 
profits  of  the  syndicate,   as  syndicate  managers   only,   was  about 

1  Italics  by  Bureau.     (See  Exhibit  4,  p.  .396.) 
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$12,500,000,  in  addition  to  whatever  profits  tliey  ma}'  have  made 
because  of  their  participation  in  tlie  syndicate  as  subscribers.  In 
view  of  this  profit,  it  is  hardly  remarkable  that  that  firm  received 
no  further  payment  from  the  Steel  Corporation  itself. 

In  this  connection  it  is  also  proper  to  point  out  that  the  syndicate 
managers  were  prominently  identified  with  the  management  of  several 
of  the  companies  acquired  by  the  Steel  Corporation,  and  also  with 
the  management  of  that  Corporation  itself.  Three  partners  of  the 
firm  were  on  the  directorate  of  the  Corporation,  one  of  whom  was 
also  chairman  of  the  finance  committee.  Moreover,  several  other 
leading  interests  in  the  underwriting  syndicate  were  the  heads  of 
some  of  the  companies  acquired  and  members  of  the  first  board  of 
directors  of  the  Corporation.  In  other  words,  as  managers  of  the 
Steel  Corporation,  these  various  interests  virtually  determined  the 
compensation  for  their  services  as  underwriters. 

It  may  also  be  stated  that  in  January,  1902,  the  syndicate  managers 
proposed  that  a  formal  agreement  of  release  be  executed  between 
themselves  and  the  Steel  Corporation  concerning  this  syndicate  opera- 
tion. The  following  proposition  was  submitted  to  the  finance  com- 
mittee of  the  Steel  Corporation  by  the  syndicate  managers: 

The  magnitude  of  the  transactions,  and  the  immense  amount 
involved  under  the  contracts  of  March  1, 1901,  and  April  1, 1901, 
render  it  important,  and  it  is  our  desire,  that  all  matters  be- 
tween the  Corjjoration  and  ourselves,  as  syndicate  managers  or 
otherwise,  relating  in  any  way  to  the  issue  of  the  capital  stock 
of  your  Cor23oration  and  to  the  acquisition  of  the  stocks  of  other 
companies,  should  be  definitely  closed  and  settled  in  such  manner 
that  no  possible  question  concerning  the  same  or  the  amounts  or 
profits  involved  can  be  raised  in  the  future.  We  desire,  if  prac- 
ticable, that  such  a  final  settlement,  which  it  seems  to  us  should 
be  by  way  of  mutual  releases,  be  had  before  we  distribute  the 
'  profits  of  the  syndicate  among  its  members. 

Such  an  arrangement  was  entered  into  and  formally  approved  by 
the  directors  of  the  Steel  Corporation  on  February  14,  1902.  At  that 
time,  it  may  be  noted,  the  profits  of  the  syndicate  were  estimated  by 
the  syndicate  managers  at  about  $56,000,000.  This  proved  to  be  an 
underestimate,  and,  as  above  shown,  the  total  profits  actually  real- 
ized were  about  $62,500,000. 

In  addition  to  the  importance  of  this  payment  to  the  underwriting 
syndicate  itself  as  indicating  overcapitalization,  this  transaction  may 
also  fairly  be  given  weight  in  discussing  evidence  of  excessive  issue 
of  securities  with  respect  to  the  purchase  of  properties.  A  corpora- 
tion which  issued  roughly  $130,000,000  of  its  securities  for  a  cash 
consideration  of  $25,000,000  plus  such  underwriting  and  promotion 
services  and  expenses  as  were  involved  in  this  case  may  fairly  be  re- 
garded as  disposed  to  issue  its  capital  stock  on  an  exceedingly  liberal 
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basis  for  the  acquisition  of  properties.  This  syndicate  arrangement, 
therefore,  may  properly  be  construed  a,s  confirming  other  evidence 
that  the  capitalization  of  the  Corporation  far  exceeded  the  true  value 
of  its  assets. 

At  the  invitation  of  the  Bureau,  the  syndicate  managers  in  1911 
submitted  a  statement  concerning  this  compensation  of  the  syndicate. 
Their  statement  on  this  point  follows : 

As  stated  in  the  first  preliminary  report  of  this  company, 
submitted  to  its  stockholders  at  the  first  annual  meeting  upon 
February  IT,  1902,  and  then  and  there  unanimously  approved, 
there  was  allowed  to  the  underwriting  syndicate  as  its  compensa- 
tion 049,987  shares  of  the  preferred  stock  and  049,988  shares  of 
the  common  stock  of  the  new  corporation,  out  of  which  the  syndi- 
cate provided  the  corporation  with  $25,000,000  cash  and  dis- 
tributed approximately  $3,000,000  for  other  syndicate  obligations 
and  expenses. 

We  inclose  a  copy  of  the  printed  syndicate  agreement  of 
February  26,  1901,  under  which  the  net  profits  of  the  syndicate 
were  distributaljlc,  and  they  were  distributed  one-fifth  to  the 
syndicate  managers  and  the  remaining  four-fifths  to  the  syndicate 
subscribers,  including  our  firm. 

Inasmuch  as  these  commissions  and  their  iDayment  were  unan- 
imously- approved  by  the  stockholders  of  the  corporation,  we 
should  assume  that  your  view  (which  we  regret)  that  they  were 
excessive  in  amount  has  regard,  not  to  the  parties  immediately 
concerned,  but  to  what  you  may  consider  to  be  a  public  interest. 
In  this  aspect  it  would  seem  to  us  that,  if,  as  we  believe,  and  as 
we  have  above  stated,  the  properties  acquired  by  the  Steel  Corpo- 
ration were  and  are  fully  worth  the  par  of  the  entire  block  of 
securities  by  it  issued  to  the  syndicate  managers  in  payment 
therefor,  no  public  injury  could  or  would  result  from  any  sub- 
division between  the  syndicate  managers  and  their  associates  of 
the  securities  so  issued. 

We  would  suggest  further  that,  as  the  transaction  was  unique, 
not  only  in  character,  but  in  immensitj%  it  is  possible  that  any 
standard  short  of  that  furnished  by  practical  experience  of 
necessity  must  be  imaginary  and  perhaps  illusory.  Contingen- 
cies and  reasons  involved  in  this  so  large  a  transaction  require 
and  justify  compensation  at  a  rate  which  in  lesser  matters  might 
seem  excessive.  No  ordinary  experience  can  supply  a  measuring 
stick  for  either  the  purchase  price  of  the  properties  of  the  new 
corporation  or  the  payment  of  the  compensation  for  such 
acquisition. 

We  would  call  attention  also  to  the  fact  that  the  purchase  price 
of  the  properties  transferred  under  the  first  contract  of  March  1, 
1901,  covered  the  entire  compensation  received  by  the  syndicate. 
The  subsequent  acquisition  under  the  contract  oi  April  1,  1901, 
of  the  so-called  Eockefeller  properties,  the  Pittsburo-  Steamship 
Company,  and  the  Oliver  Iron  Mining  Company  were  made  by 
the  syndicate  managers  not  on  their  own  account  but  for  and  in 
behalf  of  the  new  company,  the  United  States  Steel  Corporation, 
and  no  commissions  or  compensation  for  this  acquisition  was 
asked  or  received  by  the  syndicate  managers. 


UNITED   STATES   STEEL   COEPOKATION.  249 

The  Bureau  does  not  regard  the  above  statement  as  an  adequate 
defense  of  the  enormous  commission  obtained  by  this  underwriting 
syndicate.  Undoubtedly  the  transaction  was  exceptional  with  respect 
to  magnitude.  This  would  undoubtedly  justify  a  larger  commission 
in  the  aggregate  than  would  be  justified  in  the  case  of  a  very  small 
underwriting  operation.  Moreover,  the  magnitude  of  the  operation 
might  justify  a  somewhat  greater  allowance  for  contingencies,  al- 
though, as  already  pointed  out,  every  underwriting  syndicate  must 
run  the  risk  of  certain  contingencies,  such,  for  instance,  as  a  violent 
disturbance  in  the  stock  market,  or,  on  the  other  hand,  a  period  of 
continued  depression.  So  far  as  the  above  explanation  of  the  syndi- 
cate payment  rests  on  the  assumption  that  the  properties  were  worth 
the  par  value  of  the  entire  amount  of  stock  issued  therefor,  it  is  ob- 
vious that  this  view  can  not  be  accepted.  As  a  matter  of  fact,  if  the 
properties  themselves  were  regarded  by  the  vendors  as  worth  par,  it 
can  not  be  conceded  that  those  vendors  would  have  been  willing  to 
surrender  $130,000,000  of  the  entire  capital  stock  to  an  underwriting 
syndicate,  except  on  the  ground  that  they  expected  to  make  such 
extraordinary  profits  out  of  the  merger  that  they  would  thereby  be 
reimbursed.  In  any  event,  it  is  obvious  that  any  such  large  commis- 
sion to  an  underwriting  syndicate  is  a  matter  of  vital  importance 
from  a  public  standpoint. 

It  may  be  noted  that  this  statement  of  the  syndicate  managers  calls 
attention  to  the  fact  that  the  entire  commission  was  allowed  under 
the  first  contract,  which  did  not  include  the  acquisition  of  the  Eocke- 
feller  properties  (the  Lake  Superior  Consolidated  Iron  Mines  and 
the  Bessemer  Steamship  Company) ,  the  American  Bridge  Company, 
and  the  one-sixth  interest  in  the  Oliver  Iron  Mining  Company  and  in 
the  Pittsburg  Steamship  Company,  but  that  no  compensation  was  re- 
ceived by  the  syndicate  managers  for  these  later  acquisitions.  This 
simply  means,  however,  that  this  syndicate  commission  covered  the 
acquisition  of  only  a  part  of  the  properties  of  the  Steel  Corporation. 
It  may  be  noted  in  this  connection  that  the  second  syndicate  agree- 
ment— that  of  April  1,  1901  (a  copy  of  this  agreement  appears 
on  pp.  386-390) — contained  a  provision  that  the  Steel  Corporation,  in 
addition  to  reimbursing  J.  P.  Morgan  &  Co.  for  actual  expendi- 
tures incurred  in  the  acquisition  of  these  properties  thus  subsequently 
brought  in,  should  pay  that  firm  "  fair  compensation  for  their  serv- 
ices." AAliile,  according  to  the  above  statement,  no  such  compensa- 
tion was  received  under  this  second  contract,  this  can  hardly  be 
regarded  as  remarkable,  in  view  of  the  fact  that  the  compensation 
under  the  first  contract  netted  the  syndicate  the  enormous  sum  of 
roughly  $02,500,000,  of  which  the  syndicate  managers  received  one- 
fifth,  this  not  including  any  amount  which  they  may  have  received 
as  members  of  the  syndicate. 
4525°— 11^ 18 
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Section  4.  Summary  of  underwriting  commissions  in  the  organization  of 
the  Steel  Corporation  and  its  constituent  concerns. 

Another  way  of  looking  at  this  large  compensation  to  the  under- 
writing syndicate  is  that  $28,000,000  of  the  preferred  and  $28,000,000 
of  the  common  stock  were  issued  to  cover  the  $28,000,000  cash  lia- 
bility and  expenses  of  the  syndicate,  the  common  stock  being  regarded 
as  a  100  per  cent  bonus  with  the  preferred,  as  was  so  often  done  in 
organizing  the  constituent  concerns.  On  this  basis  there  would  be 
left  $36,998,700  of  preferred  stock  and  $36,998,800  of  common  stock 
as  a  "  commission  "  in  the  strict  sense,  merely  for  the  services  of  the 
underwriting  syndicate  as  distinct  from  any  cash  consideration  or 
expense. 

This  enormous  commission  to  the  underwriting  syndicate  of  the 
Steel  Corporation,  it  will  be  recalled,  followed  other  heavy  commis- 
sions of  the  same  sort  paid  by  most  of  the  constituent  concerns  of 
the  Corporation.  The  facts  concerning  the  payments  of  such  com- 
missions l)y  the  subsidiary  companies  have  already  been  summarized 
in  Chapter  II.  (See  p.  179.)  It  was  there  shown  that  the  total 
amount  of  stock  issued  by  seven  of  the  constituent  concerns  (this 
not  including  the  American  Sheet  Steel  Company  or  the  Shelby  Steel 
Tube  Company)  as  commissions  to  promoters  of  underwriting  syn- 
dicates, exclusive  of  bonus  stock  issued  for  property  or  cash,  aggre- 
gated no  less  than  $63,306,811,  of  which  $02,449,612  was  common  stock 
and  $8.")7,199  was  preferred. 

The  amounts  of  stock  thus  issued  as  commissions  by  the  subsidiary 
companies  received,  of  course,  the  same  terms  of  exchange  in  the 
acquisition  of  these  concerns  by  the  Steel  Corporation  as  the  other 
stocks  of  the  same  class.  As  already  shown  (see  Table  4,  p.  113), 
the  rates  of  exchange  in  most  instances  were  at  more  than  par.  By 
adding  tlie  amounts  of  United  States  Steel  Corporation  stock  thus 
issued  in  exchange  for  these  amounts  of  the  stock  of  the  constituent 
companies  which  were  originally  issued  for  commissions  to  the 
amount  of  the  Steel  Corporation's  stock  above,  which  maj'  be  regarded 
as  such  a  commission  in  the  strict  sense  (after  deducting  $28,000,000 
of  each  class  to  cover  the  cash  raised  or  expended  by  the  syndicate), 
a  total  is  reached  which  may  be  regarded  as  the  amount  of  the  Steel 
Corporation's  stock  issued  directly  or  indirectly  for  promotion  and 
organization  profits.  A  summary  of  such  total  commissions  is  given 
in  the  following  table : 
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Table  27.— AMOUNT  OF  STEEL  CORPORATION'S  STOCK  ISSUED  AS  A  COMMISSION  TO 
THE  UNDERWRITING  SYNDICATE,  AND  AMOUNTS  SO  ISSUED  IN  EXCHANGE  FOR 
STOCKS  OF  CONSTITUENT  CONCERNS  ISSUED  FOR  THE  SAME  PURPOSES,  EXCLUD- 
ING IN  ALL  CASES  STOCK  ISSUED  AS  A  BONUS  FOR  PROPERTY  OR  FOR  CASH. 


Company.! 

Amount 
of  stock 
issued  to 
cover  pro- 
motion 
charges. 

Rates  of  exchange 
into  U.  S.  Steel 
stock. 

Total  amount  of  U.  S. 
Steel  stocks  issued 
in  this  exchange. 

Preferred. 

Coihmon. 

Preferred. 

Common. 

Federal  Steel  Company: 
Preferred 

$857, 192 
3,599,619 
11,600,000 
10,000,000 
5,080,000 
5,000,000 
20,000,000 
7,250,000 

110.00 
4.00 

$942,911 
143,985 

107.50 
102.50 
125.00 
125.00 
100.00 
125. 00 
105.00 

$3,869,590 

American  Steel  and  Wire  Company,  common 

11,890,000 

20.00 

2,000,000 

12,500,000 

6,250,000 

5,000,000 

National  Tube  Company,  common 

8.80 

1,760,008 

26,000,000 

7,612,500 

63,306,811 

4,846,904 
36,998,700 

72,122,090 

Add  for  U.  S.  Steel  Corporation,  after  deducting 
$28,000,000  of  each  class  to  cover  cash  provisions  ^ 

36,998,800 

Grand  total  securities  of  U.  S.  Steel  Corpora- 
tion representing  commissions   to  pro- 
moters and  bankers  for  the  Coi-poration 
and  its  constituent  concerns  combined. . 

41,845,604 

109, 120, 890 

*  In  this  table  nothing  is  included  for  the  American  Sheet  Steel  Company,  owing  to  the  absence  of  accu- 
rate information,  although  apparently  there  was  a  large  issue  of  stock  to  the  promoters  of  this  concern. 
Again,  nothing  has  been  included  for  the  Shelby  Steel  Tube  Company,  because  of  the  drastic  reduction 
'in  capitalization  effected  in  the  acquisition  of  this  concern. 

2  The  deduction  of  cash  expenditures  in  arriving  at  the  commission  proper  of  the  Steel  Corporation  is 
Somewhat  inconsistent  with  the  method  followed  in  the  case  of  the  other  companies,  where  the  commis- 
sions in  stock,  as  stated,  are  the  gross  amounts,  out  of  which  the  respective  syndicates  had  to  meet  some 
expenses.  In  most  cases,  however,  these  expenses  are  believed  to  have  been  small,  both  actually  and 
relatively,  and,  moreover,  the  amounts  are  not  known.  The  expenditures  in  the  case  of  the  Steel  syn- 
dicate, however,  were  definitely  stated  in  the  preltminary  report  of  the  Corporation,  and,  moreover,  were 
large  ($1,200,000  of  the  expenditures  of  $3,000,000  appears  to  have  been  used  to  acquire  securities  of  the 
Carnegie  Company).  For  these  reasons  it  seemed  fairer  to  make  an  allowance  for  these  cash  expendi- 
tures in  the  case  of  the  Steel  Corporation  syndicate. 

From  this  table  it  appears,  therefore,  that  more  than  $150,000,000 
of  the  stock  of  the  Steel  Corporation  (this  including  over  $41,000,000 
of  preferred  stock  and  $109,000,000  of  common  stock)  was  issued, 
either  directly  or  indirectly  (through  exchange) ,  for  mere  promotion 
or  underwriting  services.  This  total,  moreover,  as  noted,  does  not 
include  anything  for  the  American  Sheet  Steel  Company,  although 
presumably  a  large  commission,  possibly  including  some  preferred 
stock,  was  obtained  by  the  promoters  of  this  concern,  nor  is  anything 
added  in  the  case  of  the  Shelby  Steel  Tul^e  Company. 

It  should  be  repeated  that  this  enormous  total  of  over  $150,000,000 
does  not  include  common  stock  issued  as  a  bonus  with  preferred  for 
property  or  for  cash,  but  simply  what  may  be  termed  the  promotion 
and  organization  commissions  in  the  strict  sense.  In  other  words, 
nearly  one-seventh  of  the  total  capital  stock  of  the  Steel  Corporation 
appears  to  have  been  issued,  either  directly  or  indirectly,  to  promoters 
for  their  services. 


CHAPTEE  V. 

PRINCIPAL     ACaUISITIONS     OF     PROPERTY     BY     THE     STEEI 
CORPORATION    SINCE    1901. 

I.   ACQUISITION   OF   COMPETING  MANUFACTURING   CONCERNS. 

Section  1.  Principal  instances  of  this  sort. 

For  some  time  after  its  organization,  the  United  States  Steel 
Corporation  apparently  made  no  effort  to  secure  control  of  any  of  the 
large  iron  and  steel  concerns  which  competed  with  it.  At  the  close  of 
1902,  however,  it  made  a  ^ery  important  acquisition  through  the 
purchase  of  the  Union  Steel  Company,  a  merger  of  a  former  con- 
cern of  the  same  name  and  the  Sharon  Steel  Company.  In  1904  it 
secured  the  Clairton  Steel  Company,  a'  fairly  important  concern, 
while  in  1007  the  Tennessee  Coal,  Iron  and  Railroad  Company  was 
acquired.  An  idea  of  the  significance  of  these  various  acquisitions  is 
given  briefly  in  the  following  sections. 

Section  2.  Piirchase  of  TJnion  Steel  Company  in  1902. 

The  acquisition  of  this  company,  which,  as  stated  above,  had  just 
absorbed  the  Sharon  Steel  Company  and  the  old  Union  Steel  Com- 
pany, is  important,  not  only  on  account  of  its  large  production,  but 
also  because  both  the  constituent  companies  had  been  organized  by 
individuals  who  had  previously  been  in  the  steel  business,  but  who 
had  sold  out  their  properties  to  one  or  the  other  of  the  various  con- 
solidations which  later  constituted  the  United  States  Steel  Corpora- 
tion. This  purchase,  moreover,  Avas  of  particular  interest  because  the 
Union  and  Sharon  steel  companies  were  exceptionally  aggressive 
competitors,  with  strong  financial  backing. 

Shakon  Steel  Company. — The  Sharon  Steel  Company  was  or- 
ganized in  October,  1899,  to  erect  a  steel  plant  at  Sharon,  Pa.  Ap- 
parently its  original  intention  was  to  confine  operations  chiefly  to 
the  manufacture  of  pig  iron  and  heavy  semifinished  steel  products. 
The  plans  were  soon  changed,  however,  so  as  to  include  a  rod  mill,  a 
wire  plant,  wire-nail  works,  and  auxiliary  departments.  Somewhat 
later  the  company  also  commenced  the  construction  of  a  tin-plate 
plant  of  10  mills,  the  number  of  which  was  subsequently  to  be  in- 
creased to  20;  this  department  was  handled  through  a  separate  or<^an- 
ization,  the  Sharon  Tin  Plate  Company.  Other  enlargements  were 
made  from  time  to  time. 
252 
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The  original  capitalization  of  the  Sharon  Steel  Company  was 
$3,000,000.  This  was  later  gradually  increased  to  $(3,000,000,  and  in 
addition  the  company  had  a  small  bond  issue.  However,  a  large  part 
of  the  enterprise  was  financed  through  subsidiary  concerns,  so  that 
the  capitalization  of  the  parent  company  does  not  fairly  represent  the 
investment. 

An  account  of  the  plant  published  in  July,  1901,  gave  the  capacity 
of  the  completed  blast  furnaces  at  200,000  tons,  not  including  another 
blast  furnace  then  under  construction.  The  company  also  had  several 
open-hearth  furnaces  under  way.  There  were  two  continuous  wire^ 
rod  mills,  with  a  capacity  of  120,000  tons.  The  wire-nail  plant  was 
credited  with  a  capacity  of  1,000,000  kegs  per  year,  and  the  wire- 
drawing plant  with  about  75,000  tons  per  year.  The  construction  of 
a  wrought-steel  pipe  plant  was  also  undertaken  about  this  time,  and 
the  capacities  of  other  departments  were  increased. 

It  will  be  seen,  therefore,  that  the  company's  operations  were  of  a 
character  to  bring  it  into  sharp  competition  with  the  United  States 
Steel  Corporation.  It  should  be  noted,  moreover,  tliat  the  company 
had  taken  important  steps  toward  securing  a  supply  of  raw  materials. 
It  had  acquired  a  valuable  ore  property  on  the  Mesabi  Range  in  the 
Lake  Superior  region,  while  it  had  long-time  contracts  with  the  Min- 
nesota Iron  Company  for  a  supply  of  ore.  It  had  also  secured  a  large 
tract  of  coking-coal  land  in  the  Connells\-ille  region,  .while  it  had 
other  coal  lands  elsewhere;  it  also  owned  a  limestone  property  very 
close  to  its  manufacturing  plant  at  Sharon,  Pa.,  as  well  as  some 
terminal  railroad  property.  The  company  was,  therefore,  a  well- 
integrated  concern. 

Union  Steel  Company. — The  Union  Steel  Company  was  organ- 
ized in  November,  1899,  with  $1,000,000  capital  stock.  The  plant 
was  located  at  Donora,  Pa.,  on  the  Monongahela  River.  The  com- 
pany was  originally  started  for  the  purpose  of  manufacturing  wire 
rods,  wire,  and  nails.  It  commenced  operations  in  September,  1901, 
with  a  capacity  at  that  time  of  about  200,000  gross  tons  of  wire  rods, 
200,000  net  tons  of  wire,  and  1,000,000  kegs  of  nails. 

In  the  meantime  it  had  been  decided  to  construct  blast  furnaces 
and  an  open-hearth  steel  plant.  In  connection  with  this  integration 
of  its  manufacturing  operations,  the  company  acquired  a  considerable 
ore  property  through  the  Donora  Mining  Company,  a  subsidiary 
company  with  $500,000  capital  stock.  It  also  secured  large  tracts  of 
coking  and  steam  coal  in  the  Connellsville  region.  In  this  connection 
it  may  be  noted  that,  as  in  the  case  of  the  Sharon  Steel  Company, 
the  Union  Steel  Company's  extensions  were  largely  financed  through 
subsidiary  concerns,  so  that  the  capitalization  of  the  parent  company 
itself  in  no  way  represented  the  investment  in  the  property.  (See 
pp.  282-286.) 
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Among  other  influential  interests  back  of  the  concern  was  H.  C. 
Frick.  Mr.  Frick  at  this  time  was  also  a  director  in  the  United 
States  Steel  Corporation. 

Merger  of  Union  and  Sharon  concerns. — The  strong  backing  of 
the  TTnion  Steel  Company,  together  with  its  extensive  operations, 
made  it  an  important  competitor  of  the  T'nited  States  Steel  Cor- 
poration. Its  operations  assumed  still  greater  significance  when, 
toward  the  end  of  November,  1902,  announcement  was  made  of  the 
merger  of  the  company  and  the  Sharon  Steel  Company,  under  the 
name  of  the  Union  Steel  Company,  to  be  capitalized  at  about 
$50,000,000,  thus  forming  the  largest  consolidation  in  the  steel  indus- 
try proper  which  had  been  effected  since  the  organization  of  the 
TTnited  States  Steel  Corporation  itself.  The  two  concerns,  together, 
liad  at  this  time  a  pig-iron  capacity  of  about  750,000  tons  yearly,  and 
an  ingot  capacity  of  about  850,000  tons — as  against  a  capacity  for 
the  Steel  Corporation  at  this  time  of  about  10,000,000  tons — while 
they  had  greatly  increased  their  outputs  of  finished  products.  (See 
Table  29,  p.  269. )  "With  this  announcement  were  coupled  intimations 
that  plans  were  already  projected  for  the  construction  of  still  further 
important  works,  as  well  as  the  acquisition  of  one  or  two  other  con- 
cerns then  engaged  in  the  manufacture  of  rods,  wire  products,  sheets, 
and  pipe.  Moreover,  there  were  rumors  that  the  new  concern  might 
construct  a  railroad  of  its  own  from  Lake  Erie  to  the  Connellsville 
coke  region,  with  connections  to  the  company's  manufacturing  plants. 
The  impression  was  very  general  in  steel  circles  that  the  consolidated 
company  would  assume  a  position  of  rajiidly  increasing  importance 
in  the  industry. 

These  plans  for  the  merger  of  the  Sharon  and  Union  companies 
had  hardly  been  completed,  however,  before  the  further  announce- 
ment was  made  (in  the  latter  part  of  November,  1902)  that  the 
United  States  Steel  Corporation  had  purchased  the  entire  property, 
payment  to  be  made  through  the  issue  of  $45,000,000  bonds  of  the 
new  Union  Steel  Company,  to  be  guaranteed  by  the  Steel  Corpora- 
tion.' The  terms  of  purchase  are  discussed  elsewhere.  (See  p.  282.) 
There  can  be  no  doubt  that  the  principal  motive  of  the  Steel  Corpo- 
ration was  to  prevent  the  competition  which  the  rapidly  extending 
operations  of  the  Union  concern  foreshadowed,  and  especially  to 
eliminate  the  rivalrj^  of  Mr.  Frick. 

Section  3.  Purchase  of  Clairton  Steel  Company. 

On  April  29,  1904,  it  was  announced  that  the  United  States  Steel 
Corporation  had  purchased  the  entire  capital  stock  of  the  Clairton 
Steel  Company;  the  property  was  turned  over  on  the  18th  of  May. 

1 A  portion  of  this  issue  was  reserved  to  complete  improvements  to  the  properties  and 
to  retire  prior  Hens. 
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The  Clairton  Steel  Company  had  been  organized  in  1901,  as  suc- 
cessor to  the  St.  Clair  Steel  Company,  to  construct  a  large  plant  for 
the  production  of  pig  iron  and  semifinished  steel  products.  A  con- 
trolling interest  in  the  concern  was  owned  by  the  Crucible  Steel 
Company,  a  consolidation  of  the  leading  crucible  steel  manufacturers 
of  the  country.  From  a  statement  later  issued  by  the  Crucible  Steel 
Company  it  appeared  that  the  Clairton  company  had  been  losing 
money,  and  that  it  required  several  millions  additional  Avorking  capi- 
tal which  the  Crucible  Steel  Company  apparently  did  not  at  that 
time  feel  in  a  position  to  furnish;  the  Clairton  concern  was  in  the 
hands  of  recei^•ers  at  the  time  of  its  transfer  to  the  Steel  Corporation. 

The  manufacturing  plant  of  the  Clairton  concern  included  about 
140  acres  of  mill  property  at  Clairton,  Pa.,  on  the  Monongahela 
River,  with  three  blast  furnaces,  twelve  50-ton  open-hearth  furnaces, 
a  rolling  mill,  with  blooming  mills  and  l)illet  mills,  and  auxiliary 
departments.  The  reported  capacity  of  the  jolant  was  about  475,000 
tons  of  pig  iron  per  annum,  about  400,000  tons  of  ingots,  and  about 
325,000  tons  of  billets  and  slabs.^ 

The  Clairton  concern  also  had  important  ore  and  coking-coal 
properties.  One  of  its  ore  properties  was  the  St.  Clair  mine,  on  the 
Mesabi  Range,  with  an  estimated  deposit  of  about  4,000,000  tons. 
It  had  a  lease  of  the  Little  &  Prindle  iron  mine,  on  the  Mesabi  Range, 
with  an  estimated  tonnage  of  3,500,000  tons.  In  addition  the  com- 
pany had  extensive  holdings  on  the  Marquette  Range,  in  Michigan, 
the  total  of  these  being  given  in  the  annual  report  of  the  United 
States  Steel  Corporation  for  1904  at  20,000  acres,  all  owned  in  fee. 

The  coal  lands  of  the  Clairton  concern  comprised  2,644  acres  of 
coking  coal  in  Fayette  County,  Pa. 

The  relative  importance  of  the  additions  to  the  manufacturing 
property  of  the  Steel  Corporation  through  the  Union  and  Clairton 
purchases  is  indicated  in  Table  29,  on  page  269.  The  cost  of  these 
acquisitions  is  discussed  in  Chapter  VI. 

Section  4.  Minor  acquisitions  of  manufacturing  property. 

Other  manufacturing  properties  acquired  by  the  United  States 
Steel  Corijoration  during  the  first  few  years  of  its  existence  were  the 
Troy  Steel  Products  Company  and  the  Trenton  Iron  Company.  Both 
of  these  were  small  concerns. 

Teoy  Steel  Products  Company. — This  concern  was  successor  to 
the  Troy  Steel  and  Iron  Company,  which  owned  steel  works  at  Troy, 
N.  Y.,  and  several  blast  furnaces  at  Breaker  Island,  N.  Y.  The  com- 
pany was  unsuccessful,  and  in  August,  1895,  was  sold  to  a  reorganiza- 

'  The  Crucible  Steel  Company,  it  may  be  noted,  in  transferring  the  property,  made  a 
ten-year  fontract  with  the  United  States  Sti'Pl  Corporation  for  a  large  amount  of  pig  iron 
and  steel  which  it  needed  for  its  own  business. 
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tion  committee.  In  1896  the  steel  works  were  removed  to  Breaker 
Island ;  the  capacity  of  the  plant  at  this  time  was  about  200,000  tons 
of  slabs  and  skelp  per  annum.  After  this  transfer  of  the  steel 
works,  however,  the  plant  was  operated  only  a  few  months. 

The  purchase  by  the  United  States  Steel  Corporation  was  made  in 
1902 ;  the  terms  are  discussed  elsewhere.  (See  p.  289.)  The  concern 
at  this  time  could  not  have  been  considered  a  competitor,  although 
there  had  been  some  negotiations  for  its  sale  to  interests  outside  of  the 
United  States  Steel  Corporation.  The  plant  was  never  operated  by 
the  Steel  Corporation.  The  steel  works  were  dismantled  in  1907.  The 
blooming  mill  was  removed  to  the  South  Chicago  works  of  the  Illinois 
Steel  Company,  and  the  blast  furnaces  weie  left  standing  idle.  As 
noted  later,  certain  Standard  Oil  capitalists,  who  were  also  directors 
of  the  Steel  Corporation,  Avere  among  the  principal  owners  of  the 
Troy  concern. 

Trenton  Iron  Company. — This  concern  was  acquired  by  the  Steel 
Corporation  in  July,  1904.  The  plant,  which  was  originally  built  in 
1845,  consisted  of  a  wire-rod  mill  and  a  wire  works  for  the  manu- 
facture of  wire  rope  and  similar  products.  The  annual  capacity  of 
the  rod  mill  was  only  18,000  gross  tons.  The  acquisition,  therefore, 
was  insignificant  as  comjDared  with  those  of  the  Union  and  Clairton 
steel  compa,nies,  previously  discussed. 

Section  5.  Acquisition  of  the  Tennessee  Coal,  Iron  and  Kailroad  Company. 

In  the  latter  part  of  1907  the  United  States  Steel  Corporation 
acquired  the  Tennessee  Coal,  Iron  and  Eailroad  Company.  This  was 
the  leading  concern  in  the  southern  iron  and  steel  district,  with  an 
outstanding  capital  stock  of  about  $30,000,000  and  a  bonded  indebted- 
ness of  $14,226,000.  The  manufacturing  properties  included  the 
Ensley  Steel  "Works,  at  Ensley,  Ala.,  with  100  acres  of  mill  property, 
6  blast  furnaces,  a  Bessemer  plant,  8  open-hearth  steel  furnaces,  a 
blooming  mill,  a  rail  mill,  and  other  auxiliary  departments;  also  roll- 
ing mills  at  Bessemer,  Ala.,  with  plate  and  merchant  mills.  The 
company  had  10  other  blast  furnaces  at  various  other  points.  It 
owned  the  capital  stock  of  the  Birmingham  Southern  Eailroad  Com- 
pany, with  31  miles  of  main  and  branch  lines  and  about  70  miles  of 
yarding  and  siding.  The  equipment  of  this  road  comprised  35  loco- 
motives and  725  cars.  The  Tennessee  Coal,  Iron  and  Eailroad  Com- 
pany also  owned  the  entire  security  issues  of  various  land  companies 
adjoining  its  properties. 

The  most  important  assets  of  the  Tennessee  concern,  however,  were 
its  enormous  holdings  of  ore  and  coal,  and  there  can  be  little  doubt 
that  the  desire  to  secure  these  had  much  to  do  with  its  purchase  by 
the  Steel  Corporation. 

These  ore  and  coal  properties  were  very  extensive.  The  1904 
report  of  the  Tennessee  Coal,  Iron  and  Eailroad  Company  placed 
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the  total  ore  tonnage  at  over  400,000,000  tons,  and  the  totaL tonnage 
of  coal  at  over  1,600,000  tons.  The  1906  report  of  the  company, 
however,  stated  that  the  ore  reserves  were,  as  computed  by  compe- 
tent authorities,  estimated  to  be  700,000,000  tons,  and  the  coal  at 
2,000,000,000  tons. 

More  careful  estimates  were  made  subsequently  by  agents  of  the 
Steel  Corporation.  The  estimates  of  tliese  agents  grouped  these 
resources  in  three  classes,  namely,  "  proven,"  "  probable,"  and  "  possi- 
ble."    Tlieir  estimate  of  the  coal  property  of  the  company  follows: 


Proven. 

Probable. 

Po.ssible. 

Tolal. 

Tons. 

217,000,000 

68,000,000 

Tons. 
90, 000, 000 
351,800,000 

Tons. 
150,500,000 
520,000,000 

Tons. 
457,500.000 
939,800,000 

steam  and  domestic  coal 

Total 

285,000,000 

441,800,000 

670,500,000 

1,397,300,000 

The  iron-ore  deposits  of  the  company  were  estimated  by  the  same 


agents  as  follows : 


Reasonably- 
assured  (in- 
cluding ton- 
nage already 
developed). 

Additional 
probable  ton- 
nage. 

Total. 

175,600,000 

279,600,000 
3,150,000 
35,000,000 

■455,200,000 

3,150,000 

239,000,000 

Brown  ores 

Red  ore  of  lower  grade,  but  which  may  be  of  future  value- 

204,000,000 

Total 

379,600,000 

317,760,000 

697,350,000 

"WHiile  these  figures,  especially  those  for  coal,  are  considerably  under 
those  given  in  the  earlier  estimates  made  by  the  representatives  ot  the 
Tennessee  Coal,  Iron  and  Railroad  Company,  nevertheless  they  show 
beyond  a  doubt  that  the  company's  deposits  of  these  raw  materials 
are  enormous.  The  value  per  ton  of  southern  ore,  however,  is  much 
less  than  that  of  Lake  Superior  ore ;  and  the  coking  coal  produced  in 
the  South  is  on  the  average  inferior  to  northern  coking  coal. 

The  following  table  gives  an  idea  of  the  relatiye  importance  of  the 
Tennessee  company  and  of  the  Steel  Corporation  from  a  producing 
standpoint,  as  indicated  by  the  production  of  each  in  the  year  1907. 
The  relative  capacity  of  the  Tennessee  company  for  steel  rails  and 
other  rolled  steel  products,  however,  was  somewhat  greater  than 
these  1907  figures  of  production  would  indicate.  (See  Table  29 
p.  269.) 
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TABLE  28.— COMPARATIVE  PRODUCTION  ^  OF  UNITED  STATES  STEEL  CORPORA- 
TION AND  TENNESSEE  COAL,  IRON  AND  RAILROAD  COMPANY  OP  ORB,  COKE, 
AND  CERTAIN  IRON  AND  STEEL  PRODUCTS,  1907. 


By  U.  S. 
Steel  Cor- 
poration.2 


Gross  tons. 

Iron  ore 22, 403, 801 

Coke 3 12, 373, 938 

Pig  iron 1  10, 633, 496 

Ingots  and  castings I  13,099,648 

Rails 1 ,  744, 578 


By  Tenn. 
Coal,  Iron 
&  R.R.Co, 


Gross  tons. 
1,576,757 

3  1,170,826 
602, 827 
243, 444 
146,171 


Total 
United 
States  pro- 
duction.2 


Gross  tons. 
51,720,619 
40,779,564 
25,442,013 
23,217,285 
3,380,025 


U.  S.  Steel 
Corpora- 
tion's per- 
centage of 
total  of 
the  United 
States. 


43.3 
30.3 
41.8 
56.4 
.51.6 


Tenn.  Coal, 

Iron  &  E. 

R.Co.'s 

percentage 
of  total  of 

the  United 


3.0 
2.9 
2.4 
1.1 
4.3 


1  Por  a  statement  of  the  capacity  of  the  Tennessee  concern,  see  Table  29,  page  269. 

2  Annual  Statistical  Report  of  the  American  Iron  and  Steel  Association,  1907,  page  87. 
'  Net  tons. 

Events  leading  to  the  acquisition  of  the  cojipany. — This  pur- 
chase of  the  Tennessee  Coal,  Iron  and  Railroad  Company  occurred 
in  the  midst  of  the  panic  of  1907.  At  that  time  conditions  in  the 
stock  and  money  markets  were  exceedingly  strained ;  there  had  been 
a  very  general  suspension  of  cash  payments  throughout  the  country. 
It  was  stated  at  the  time  that  several  million  dollars  of  the  stock  of 
the  Tennessee  concern  had  been  used  as  collateral  for  loans  by  a  large 
banking  and  brokerage  house  in  New  York  City,  which  had  also 
borrowed  heavily  on  other  securities.  It  has  been  asserted  that  this 
situation  was  taken  advantage  of  by  the  financial  interests  back  of 
the  Steel  Corporation  to  secure  the  property  at  what  has  been  termed 
a  "  bargain-counter  "  price,  or,  in  other  words,  at  virtually  a  forced 
sale.  The  Corporation,  on  the  otlier  hand,  has  asserted  that  it  really 
did  not  particularly  desire  the  property,  but  that  the  transfer  of  its 
control  to  the  Steel  Corporation  was  sought  by  others  chiefly  with  a 
view  to  relieving  the  brokerage  house  in  question,  and  the  financial 
situation  generally  at  the  same  time,  and  that  it  paid  a  fair  price  for 
the  stock.  The  terms  on  which  the  Corporation  obtained  control  of 
this  company  are  discussed  below.     (See  p.  289.) 

The  situation  at  this  time  was  so  unusual,  and  the  evidence  con- 
cerning this  transaction  so  extremely  conflicting,  while,  furthermore, 
the  entire  situation  has  been  so  extensively  reviewed  in  a  public  way, 
that  a  survey  of  the  circumstances  need  not  be  undertaken  at  the 
present  time. 

The  acquisition  of  the  Tennessee  Coal,  Iron  and  Railroad  Com- 
pany made  the  Steel  Corporation  the  most  important  single  factor 
in  the  southern  iron  region.  Moreover,  of  course,  it  prevented  rival 
interests  from  using  the  Tennessee  concern  as  a  nucleus  for  a  f ormida- 
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ble  consolidation  in  the  South  which  might  oppose  the  Corporation. 
It  is  worth  noting,  in  this  connection,  that  the  acquisition  of  the  Ten- 
nessee company  by  the  Steel  Corporation  folloAved  efforts  at  such  a 
mei'ger  of  the  former  concern  with  the  Sloss-Sheffield  Steel  and  Iron 
Company  (see  p.  94),  which  had  extensive  furnace  interests,  in 
addition  to  large  reserves  of  ore  and  coal,  and  the  Republic  Iron  and 
Steel  Company,  which  had  important  investments  in  the  Alabama 
district,  in  addition  to  its  extensive  properties  in  the  North.  Plans 
for  such  a  merger  apparently  were  carried  at  one  time  far  toward 
consummation,  but  were  not  completed. 

II.  ACQUISITION    OF    ADDITIONAL    ORE    AND    COAL    PKOPEKTIES. 

Section  6.  Acquisitions  of  ore  property  prior  to  the  lease  of  the  Great 
Northern  holdings. 

The  United  States  Steel  Corporation  since  its  organization  has 
repeatedly  added  to  its  holdings  of  ore  property.  As  just  shown, 
very  extensive  additions  to  its  ore  reserves  were  effected  through  the 
purchase  of  the  Union-Sharon,  Clairton,  and  Tennessee  Coal,  Iron 
and  Railroad  companies.  A  very  large  amount  of  ore  property 
acquired  by  the  Corporation,  however,  has  been  picked  up  in  small 
parcels,  and,  moreover,  at  relatively  small  initial  expense,  owing  to 
the  usual  practice  of  securing  it  on  a  royalty  basis  instead  of  by  out- 
right purchase  in  fee.  No  detailed  dewcription  of  these  miscellaneous 
additions  is  necessary  at  this  time.  Two  ore  properties  acquired  by 
the  Corporation  prior  to  1906,  however,  are  of  sufficient  importance 
to  warrant  brief  mention.  These  are  the  Chemung  and  Canisteo  hold- 
ings, both  on  the  Mesal)i  Range. 

Lease  or  Chemung  ieon  ore  properties. — The  holdings  of  the  Che- 
mung Iron  Company  were  secured  by  lease  in  August,  1903.  The  ore 
deposit  was  estimated  to  amount  to  as  much  as  70,000,000  tons,  mostly 
of  Bessemer  grade. 

Lease  or  Canisteo  Mining  Company. — The  ore  holdings  of  the 
Canisteo  Mining  Company,  located  in  Itasca  County,  Minn.,  were 
leased  by  the  Steel  Corporation  in  1905.  In  addition  to  the  royalty 
the  Steel  Corporation  paid  a  bonus  of  $500,000  in  cash. 

The  lease  covered  nearly  500  acres,  and  the  deposit  was  estimated 
at  over  100,000,000  tons.  On  this  basis  the  bonus  was  equivalent  to 
only  about  one-half  cent  per  ton.  The  estimates  of  this  ore  body 
have,  moreover,  since  been  considerably  increased.  The  ore  in  this 
tract,  however,  requires  concentration. 

Other  specific  acquisitions  of  mining  property  which  may  be  noted 
in  passing  were  the  fee  of  the  Wick  mine,  acquired  in  1902  for 
$165,000.  In  1904  the  Arcturus  mine  was  acquired  at  a  royalty  of 
25  cents  per  ton  plus  a  bonus  of  $100,000.    The  ore  from  this  mine 
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is  sandy  and  has  to  be  washed  before  shipment.  The  tract  was  a  large 
one,  with  an  estimated  ore  body  of  upward  of  12,000,000  tons,  so 
that  the  initial  investment  of  the  Steel  Corporation  (which  is  ex- 
pressed by  the  bonus)  was  less  than  1  cent  per  ton.  In  1906  the 
Whiteside  mining  lease  was  acquired  at  a  bonus  of  $100,000. 

Section  7.  Lease  of  ore  properties  from  the  Great  Northern  system. 

The  various  acquisitions  of  ore  properties  in  the  Lake  Superior 
region  just  described  were,  however,  completely  overshadowed  in 
1907,  when  the  United  States  Steel  Corporation  leased  a  large  part 
of  the  most  valuable  ore  lands  of  the  Great  Northern  Eailway  system. 
By  this  transaction  the  Steel  Corporation  acquired  control  of  ore 
reserves  generally  estimated  from  400,000,000  to  500,000,000  tons, 
while  more  liberal  estimates  were  nearly  double  these  figures.  Owing 
to  the  great  importance  of  this  transaction  and  its  many  distinguish- 
ing features,  a  brief  account  of  it  is  desirable. 

The  nucleus  of  the  ore  holdings  of  the  Great  Northern  system  was 
the  so-called  Wright  &  Davis  ore  property  in  St.  Louis  and  Itasca 
counties,  Minn.  This  included  also  a  lumber  railroad — the  Duluth, 
Mississippi  and  Northern — which  had  extensions  to  the  mining  prop- 
erties discovered  on  this  tract. 

This  entire  Wright  &  Davis  property,  including  the  railroad  and 
certain  timber  and  timber  contracts,  was  sold  early  in  1899  to  the 
Eastern  Railway  of  Minnesota,  a  subsidiary  of  the  Great  Northern. 
The  total  consideration,  as  given  in  trade  journals  at  the  time,  and 
apparently  on  reliable  authority,  was  about  $4,300,000.  This  was 
generally  conceded  to  be  a  conservative  valuation. 

These  Great  Northern  ore  lands  apparently  were  not  taken  into 
consideration  at  the  formation  of  the  United  States  Steel  Corporation 
in  April,  1901.  Not  long  after  this,  however,  rumors  became  current 
that  the  Steel  Corporation  desired  to  secure  this  ore  property.  As 
early  as  1903  the  trade  journals  were  talking  of  the  probable  consum- 
mation of  negotiations  between  J.  J.  Hill  and  the  Steel  Corporation 
for  a  lease  of  these  ore  lands.  It  was  reported  at  the  time  that  Mr. 
Hill  was  demanding  a  guaranty  that  the  Great  Northern  should  re- 
ceive $1.80  per  ton  of  ore  delivered  at  Lake  Superior,  this  covering 
80  cents  for  freight  and  $1  for  the  royalty.  The  deal,  however,  was 
not  consummated  at  this  time. 

Mr.  Hill,  acting  for  the  Great  Northern  system,  continued  to  pick 
up  parcels  of  ore  property  in  the  Mesabi  region  until  by  1906  he  had 
acquired  in  all  more  than  65,000  acres,  containing  hundreds  of  mil- 
lions of  tons  of  ore. 

On  January  2,  1907,  39,296  acres  of  these  Great  Northern  ore  lands 
were  leased  to  the  Great  Westei'n  Mining  Company,  a  subsidiary  of 
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the  United  States  Steel  Corporation,  the  performance  of  the  stipula- 
tions of  the  lease  being  guaranteed  by  the  Steel  Corporation.^ 

The  Great  Northern  interests  had  also  leased  to  various  parties 
prior  to  December  7,  1906,  1,597  acres,  leaving,  after  taking  into 
account  this  lease  to  the  Great  Western  Mining  Company,  a  balance 
of  24,200  acres,  which  weie  not  leased  by  the  Great  Northern  to  any- 
one. It  will  be  noted,  therefore,  that  the  United  States  Steel  Cor- 
poration's leasehold  interest  covered  only  about  60  per  cent  of  the 
total- ore  lands  of  the  Great  Northern  interests. 

Teejis  or  THE  LEASE. — The  lease  pi'ovides  that  the  Great  Western 
Mining  Company  (Steel  Corporation)  shall  mine,  and  ship  via  the 
Great  Northern,  a  certain  minimum  tonnage  yearly,  this  minimum 
increasing  from  750,000  tons  in  1907  to  8,2r,0,000  tons  in  1917,  after 
which  it  is  to  remain  fixed  at  that  figure  until  the  expiration  of  the 
lease,  as  follows: 


Tons.  Tons. 


1907 750,000 

1908 1,500,000 

1909 2,250,000 

1910 3,000,000 

1911 3,750,000 

1912 4,500,000 


1913 5, 250, 000 

1914 6,  000,  000 

1915 6,750,000 

1916 7,  500, 000 

1917  ^ 8,250,000 


In  the  event  of  the  Great  AA^estern  Mining  Company  failing  to  mine 
and  ship  the  required  minimum  quantity  in  any  year,  it  nevertheless 
is  to  make  payment  for  the  full  amount  of  the  stipulated  minimum. 
On  the  other  hand,  the  Mining  company  is  to  be  allowed  certain 
credits  in  case  its  shipments  in  other  years  exceed  the  minimum ;  also, 
should  it  be  found  impossible  economically  to  produce  750,000  tons 
of  ore  during  the  year  1907,  the  Mining  company  was  to  be  relieved 
of  that  portion  of  the  minimum  represented  by  this  deficiency,  a  cor- 
responding addition,  however,  to  be  made  to  the  stipulated  amounts 
to  be  mined  during  the  years  from  1908  to  1910.^ 

^The  character  of  ownership  or  control  hy  the  Hill  interest  of  , this  .">0,2;m5  acres  was  as 
follows  : 

Acres. 

Owned  in  fee 111.  9.'>4 

Owned  in  fee,  jointly  with  other  parties    (of  which  the  Great  North- 
ern's interest  was  7,91.j  acres) l.'i,  972 

Held  by  lease 3,390 


Total 39,  2!1C 

2  And  each  year  thereafter. 

'  Of  the  stipulated  minimum  of  T.jO.OOO  tons  for  1907,  only  137,000  tons  were  actually 
mined.  This  tonnage,  moreover,  was  produced  by  the  Hill  interests,  who  turned  the 
profits  over  to  the  Steel  Corporation  in  return  for  the  payment, by  them  of  the  stipulated 
royalty.  There  was  a  provision  in  the  lease  for  deferring  payment  of  the  royalties  for 
the  year  1907  to  any  date  prior  to  January  1,  1917,  which  the  Steel  Corporation  might  And 
convenient,  but  in  the  case  of.  such  delay  the  Steel  Corporation  was  to  pay  the  royalty 
stipulated  in  the  lease  for  the  year  in  which  payment  was  made  ;  that  is,  if  payment  were 
made  in  1908  there  would  be  an  increase  of  ".4  cents  per  ton,  and  a  corresponding  in- 
crease if  payment  were  made  in  a  suhsequent  year.     (See  p.  262.) 
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The  Great  Western  ilining  Company  mines  the  ore  and  delivers  it 
to  the  Great  Northern  Railway  at  the  nearest  convenient  point  for 
transportation  to  Superior,  Wis.,  where  it  is  delivered  to  the  lessees 
on  board  ships  at  the  docks. 

The  lease  as  to  the  lands  owned  in  fee  by  the  Great  Northern  (see 
note,  p.  2G1)  is  to  continue  until  the  Great  Western  Mining  Company 
(Steel  Corporation)  has  mined  all  ore  containing  49  per  cent  or  over 
of  metallic  iron,  and  upon  the  exhaustion  of  ore  of  such  grade  the 
lease  is  to  be  extended  so  long  as  the  Steel  Corporation  desires  to  mine 
such  ore  as  remains.  As  to  the  leasehold  properties  (subleased  to  the 
Great  Western  Mining  Company  by  the  Hill  interests) ,  the  term  of 
the  sublease  in  each  case  was  to  be  the  same  as  that  in  the  original 
leases,  less  a  period  of  three  months. 

It  should  be  noted  that  the  Steel  Corporation  has  the  privilege  of 
relinquishing  the  entire  lease  on  January  1,  1915,  on  giving  two  years' 
written  notice  of  such  intention. 

Dried  ore  containing  59  per  cent  of  metallic  iron  is  the  standard 
on  which  royalties  are  computed.  For  ore  of  this  grade  delivered  at 
the  dock  at  Superior,  "Wis.,  the  royalty  and  transportation  charges 
combined  were  fixed  for  the  j-ear  1907  at  $1.65  per  ton.  A  differential 
of  4.8-2  cents  per  ton  on  or  off  this  base  price  was  established  for  each 
increase  or  decrease  of  1  per  cent  in  the  amount  of  metallic  iron  in 
the  ore  (from  ore  of  from  49  to  66  per  cent,  inclusive),  as  follows: 


Iron  con- 
tent. 

Combined 
royalty  and 
transpor- 
tation (per 
ton,  1907). 

Iron  con- 
tent. 

Combined 
royalty  and 
transpor- 
tation (per 
ton,  1907). 

Iron  con- 
tent. 

Combined 
royalty  and 
transpor- 
tation (per 
ton,  1907). 

Per  cent. 
49 
50 
51 
62 
53 
54 

SI.  1680 
1.2162 
1.2644 
1.3126 
1.  3608 
1.  4090 

Per  cent. 
55 
56 
57 
58 

60 

SI.  4572 
1.5054 
1. 5536 
1. 6018 

11.6500 
1.69S2 

Per  cent. 
61 
62 
63 
64 
65 
66 

SI.  7464 
1.  7946 
1.  8428 
1.8910 
1.9392 
1. 9874 

Should  the  Mining  company  desire  to  mine  and  ship  ore  running 
less  than  49  per  cent  in  iron  content,  the  total  consideration  is  to  be 
$1.10  per  ton,  this  covering  the  delivery  at  dock  at  Superior,  Wis. 

The  lease  further  jDrovides  that  the  royalty  on  the  different  grades 
of  ore  from  49  per  cent  and  upward  shall  increase  by  3.4  cents  per 
ton  each  year  during  the  life  of  the  lease. 

The  freight  rate  for  ore  on  this  railroad  from  the  mines  to  Lake 
Superior  has  always  been  at  a  flat  rate  of  80  cents  per  gross  ton. 
Therefore,  of  the  total  consideration — $1.65  per  gross  ton — for  59  per 
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cent  ore  in  1907  stipulated  in  this  lease,  85  cents  represents  the  mining 
royalty  proper.  The  increase  of  3.4  cents  per  ton  in  each  succeeding 
year,  it  will  be  seen,  is  exactly  -1  per  cent  of  85  cents.  For  ore  of 
the  other  grades  specified  the  annual  increase  in  the  royalty  is  the 
same,  namely,  3.4  cents  per  ton;  consequently,  the  percentage  of  in- 
crease for  the  lower  grades  is  more  than  4  per  cent  and  that  for 
the  higher  grades  less. 

Mr.  Ilill,  of  the  (heat  Northern,  has  been  quoted  as  saying  of  the 
quantity  of  ore  covered  by  the  lease,  "experts  have  figured  it  from 
400,000,000  to  600,000,000  tons,  but  it  would  not  be  surprising  if 
operations  would  uncover  1,000,000,000  tons." 

The  unusual  character  of  this  lease  and  the  apparent  reasons  why 
it  was  entered  into  are  discussed  elsewhere.     (See  Chap.  VI,  p.  318.) 

Section  8.  Acquisitions  of  coal  and  coke  property  since  1901. 

Lease  of  Pocahontas  coal  and  coke  properties. — Since  its  organi- 
zation the  Steel  Corporation  has  made  very  substantial  additions  to 
its  holdings  of  coal  and  coke  property.  In  December,  1901,  it  se- 
cured a  lease  of  r>0,000  acres  of  desirable  coking-coal  and  fuel-coal 
property  in  the  Pocahontas  coal  region.  The  preliminary  report 
of  the  Steel  Corporation  for  that  year  stated  that  with  this  acquisi- 
tion it  was  estimated  that  there  was  controlled  by  the  subsidiary 
companies  "  a  sufficient  quantity  of  the  best  and  cheapest  coking  coal 
10  provide,  on  the  basis  of  present  consumption,  for  the  necessities 
of  all  the  furnaces  of  these  companies  during  the  next  sixty  years." 
The  royalty  was  at  the  rate  of  10  cents  per  gross  toii  of  coal,  or 
15  cents  per  gross  ton  of  coke.  These  were  the  usual  rates  of  royalty 
in  leases  of  coal  lands  in  the  Pocahontas  district.  The  charge  of  15 
cents  per  gross  ton  of  coke  is  equivalent  to  13.4  cents  per  net  ton,  the 
unit  commonly  used  in  stating  coke  tonnages.  The  lease  provided  for 
the  erection  by  the  lessee  of  1,000  coke  ovens  in  the  year  1902  and  an 
additional  1,000  ovens  in  the  years  1903  and  1904.  The  property  is 
operated  by  the  United  States  Coal  and  Coke  Company,  a  subsidiary 
concern  of  the  Illinois  Steel  ComjDany. 

Other  important  acquisitions  or  coal  and  coke  property. — In 
1902,  as  already  shown,  the  Steel  Corporation  acquired  a  considerable 
amount  of  valuable  coal  and  coke  property  through  its  purchase  of 
the  Union  Steel  Company  (already  described  in  sec.  2).  The  pur- 
chase of  the  Clairton  Steel  Company,  in  1904,  included  approximately 
2,650  acres  of  coal  lands  in  Fayette  County,  Pa. 

In  April,  1905,  an  important  addition  to  the  Corporation's  coal 
and  coke  property  was  made  through  the  purchase  by  the  H.  C.  Frick 
Coke  Company  of  the  Hecla  Coke  Company,  which  had  1,072  beehive 
ovens,  and  which  held  a  lease  on  about  1,200  acres  of  desirable  coking- 
coal  land  in  the  Connellsville  region.     In  the  same  year  the  II,  C. 
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Frick  Coke  Company  also  acquired  a  tract  of  1,126  acres  of  coking- 
coal  land  in  the  same  region  at  about  $800  per  acre. 

A  tract  of  about  (UO  acres  of  coking-coal  land  in  the  Connellsville 
region  was  acquired  in  1906.  In  1907  an  enormous  addition  to  the 
coal  property  of  the  Corporation  and  a  very  important  addition  to 
its  coke  property  were  made  through  the  acquisition  of  the  Tennessee 
Coal,  Iron  and  Eailroad  Company,  already  described  in  detail  in 
section  5.  In  the  same  yeai'  an  additional  interest  of  36.4  per  cent  of 
the  Hostetter-Connellsville  Coke  Company,  of  which  the  Steel  Cor- 
poration had  previously  owned  one-half,  was  secured.  The  Hostet- 
ter-Connellsville coke  property  included  700  coke  ovens  and  approxi- 
mately 1,000  acres  of  coal  lands  in  the  Connellsville  region. 

In  1909  and  1910  the  Corporation  acquired  very  extensive  coal 
properties  in  Illinois  and  Indiana. 

An  exceptionally  important  addition  to  the  Corporation's  coal 
property  was  made  in  June,  1911,  through  the  purchase  from  the 
Pittsbui'gh  Coal  Company  of  about  7,000  acres  of  coking-coal  prop- 
erty, known  as  the  Colonial  Coke  Company  tract,  this  being  improved 
property';  also  about  9,000  acres  of  virgin  or  unimproved  tracts  of 
coal  rights  owned  by  the  ^lonongahela  River  Consolidated  Coal  and 
Coke  Company,  the  control  of  which  is  held  by  the  Pittsburgh  Coal 
Company.  The  total  consideration  was  reported  at  approximately 
$17,800,000,  in  the  form  of  5  per  cent  thirty-five-year  guaranteed 
bonds.  According  to  a  statement  issued  by  the  Pittsburgh  Coal  Com- 
pany interests,  the  developed  coking-coal  lands,  which  included  about 
1,000  coke  ovens,  were  transferred  at  an  average  consideration  of 
$1,450  per  acre,  and  the  rights  to  the  undeveloped  coal  property  at 
$850  per  acre. 

III.    ADDITIONS    TO    STEEL    CORPORATION'S    PROPERTY    THROUGH 
NEW   CONSTRUCTION. 

Section  9.  The  Gary,  Ind.,  plant. 

Very  impf)rtant  additions  to  the  physical  properties  of  the  Steel 
Corporation  have  been  made  through  new  construction.  The  organ- 
ization of  the  company  had  hardly  been  perfected  when  important 
f)lans  were  made  for  the  extension  and  modernization  of  its  manu- 
facturing plants.  A  formal  announcement  in  April,  1902,  stated  that 
the  aggregate  of  such  contemplated  expenditures  was  in  the  neighbor- 
hood of  $50,000,000,  which  it  was  proposed  to  secure  through  a  bond 
issue  in  connection  with  the  conversion  of  a  portion  of  the  preferred 
stock  into  funded  debt.  This  jolan,  which  is  discussed  elsewhere  (see 
Chap.  VIII),  was  delayed  by  litigation  and  was  never  carried  out  in 
its  entirety.  Nevertheless,  the  Corporation's  earnings  permitted  the 
expenditure  of  large  sums  for  construction. 
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The  most  important  single  piece  of  new  construction  was  the  erec- 
tion of  a  new  plant  at  Gary,  Ind.,  through  the  Indiana  Steel  Com- 
pany, a  subsidiary  concern  of  the  Federal  Steel  Company. 

The  annual  report  of  the  Steel  Corporation  for  1905  contained  the 
following  reference  to  this  plant : 

Although  the  capacity  of  the  producing  furnaces  and  mills 
located  at  Chicago  and  vicinity  has  been  materially  increased 
from  time  to  time,  it  has  not  kept  pace  with  the  increased,  and 
rapidly  increasing,  consumption  tributary  to  this  location;  and 
therefore  a  large  percentage  of  this  tonnage  is  now  supplied  from 
eastern  mills.  In  consequence  of  these  conditions  it  has  been 
decided  to  construct  and  put  into  operation  a  new  plant  to  be 
located  on  the  south  shore  of  Lake  Michigan,  in  Calumet  Town- 
ship, Lake  County,  Ind.,  and  a  large  acreage  of  land  has  been 
purchased  for  that  purpose. 

The  annual  report  for  1906  stated  that  about  7,500  acres  of  land 
had  been  acquired  for  the  plant,  for  the  city  of  Gary,  and  for  rail- 
road terminals.  At  that  time  the  appropriations  comprehended  a 
plant  of  8  blast  furnaces,  with  the  most  modern  equipment  for  un- 
loading and  handling  ore,  56  open-hearth  furnaces,  blooming  mill, 
rail  mill,  various  finishing  mills  and  auxiliary  plants,  as  well  as  a 
harbor  and  docks.  The  expenditure  contemplated  for  the  work 
definitely  decided  upon  up  to  that  time  was  $40,000,000,  not  including 
nearly  $6,000,000  which  had  already  been  expended  in  1906.  It  was 
stated  that  the  plant  would  ultimately  have  an  annual  capacity  of 
1,750,000  tons  of  finished  steel. 

The  annual  report  of  the  Steel  Corporation  for  1910  showed  that 
almost  $70,000,000  had  been  expended  on  this  Gary  plant  up  to  the 
close  of  that  year,  as  follows : 

For  real  estate  and  for  development  and  construc- 
tion work  in  the  city  of  Gary,  less  credits  for 

lands,  lots,  and  houses  sold $10,  509,  325. 07 

For  construction  of  the  manufacturing  plants 53,  7S5,  876.  83 

For  terminal  railroad  work 5,  683,  493.  25 

Total 69,  978,  695. 15 

The  same  report  of  the  Corporation,  in  describing  the  progress  of 
the  work  on  the  Gary  plant,  contained  the  following: 

The  construction  and  development  work  at  Gary,  Ind.,  pro- 
gressed continuously  and  satisfactorily  during  the  year  1910. 
At  the  steel  plant  of  the  Indiana  Steel  Company  6  of  the  8  blast 
furnaces  constructed  have  been  satisfactorily  operated.  Of  the 
three  units  constructed,  each  comjorising  fourteen  6.")-ton  open- 
hearth  furnaces,  tyvo  units  have  been  in  operation.  The  rail  mill 
has  been  in  operation  since  February  17,  1909;  the  billet  mill 
since  Aug-ust  16,  1909 ;  the  18-inch  merchant  bar  mill  since  De- 
cember 16,  1909,  and  the  14-inch  merchant  mill  since  April  1, 
4525°— 11 19 
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1910  The  axle  plant  is  completed ;  the  160-inch  plate  mill  will 
be  ready  for  operation  by  April  1,  1911,  and  the  three  remaining 
merchant  bar  mills  by  May  1,  1911.  Since  the  publication  of  the 
last  annual  report  the  construction  of  a  continuous  sheet  bar  mill 
was  started.  This  mill  will  supply  sheet  bars  for  the  sheet  plant 
being  constructed  at  Gary  by  the  American  Sheet  and  Tin  Plate 
Company,  a  subsidiary  of  this  Corporation.  The  new  bar  mill 
will  be  ready  for  operation  by  July  1, 1911.  The  by-product  coke 
plant,  construction  of  which  was  begun  in  June,  1909,  is  rapidly 
nearing  comiDletion,  and  it  is  expected  the  first  battery  of  ovens 
will  be  placed  in  operation  on  or  before  April  1,  1911.  This 
plant  will  have  a  total  of  560  ovens  of  the  Koppers  type,  and  an 
annual  capacity  of  about  2,500,000  tons.  A  gas-distributing 
system  is  being  installed,  by  which  all  of  the  excess  gas  from  the 
coke-oven  plant  will  be  utilized  in  the  mill  operations. 

The  output  of  the  Gary  steel  plant,  of  the  Indiana  Steel  Com- 
pany, in  1910,  was  as  follows :  729,072  tons  of  pig  iron,  1,006,252 
tons  open-hearth  ingots,  43."), 142  tons  open-hearth  steel  rails,  and 
340,993  tons  of  shapes,  merchant  bars,  and  miscellaneous  steel 
products. 

The  construction  of  this  great  plant  at  Gary  is  of  especial  interest 
because  it  was  entirely  new  and  built  as  a  model  plant  with  the  most 
modern  equipment.  A  special  feature  of  the  plant  is  the  large  num- 
ber of  departments  for  the  production  of  finished  materials,  such  de- 
partments, as  the  foregoing  excerpt  indicates,  being  operated  by  the 
respective  subsidiary  concerns  of  the  Steel  Corporation.  Two  other 
noteworthj^  features  of  this  Garj'  plant  are  the  use  of  gas  engines  for 
the  blast  furnaces  and  the  exclusive  use  of  open-hearth  furnaces  for 
the  production  of  steel. 

Section  10.  Other  importajit  additions  to  plants  through  new  construction. 

Other  additions  to  the  jjlants  of  the  Steel  Corporation  through 
direct  construction,  as  distinct  from  purchase,  which  are  worthy 
of  special  mention,  were  the  erection  of  two  new  blast  furnaces  and  of 
mills  for  the  manufacture  of  skelp  and  tubes  by  the  I^orain  Steel 
Compan}',  at  Lorain,  Ohio;  the  construction  of  a  new  bridge  plant 
by  the  American  Bridge  Company,  at  Ambridge,  Pa. ;  the  virtual  re- 
construction of  the  extensive  McKeesport  works  of  the  Xational  Tube 
Company ;  the  construction  of  a  steel  plant  at  Duluth,  ]Minn..  and  the 
addition  of  very  important  cement  works  under  the  control  of  a 
subsidiary  concern,  the  Universal  Portland  Cement  Company. 

The  Lorain  tube  plant  involved  a  large  expenditure.  In  1904  more 
than  $5,500,000  was  expended  on  blast  furnaces,  with  ore-handling 
machinery,  skelp  mills,  and  pipe  and  tube  mills  for  this  plant,  while 
nearly  $2,000,000  additional  Avas  later  expended  in  completing  it. 

The  reconstruction  of  the  McKeesport  works  of  the  National  Tube 
Company  involved  an  expenditure  of  several  millions  of  dollars. 
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This  is  of  some  interest  in  view  of  the  fact  that  it  had  been  supposed 
that  the  plant  was  in  first-class  shape.  The  Xational  Tube  Company, 
it  will  be  recalled,  was  one  of  the  most  prosperous  of  the  various 
steel  consolidations  operating  in  the  period  just  preceding  the  organi- 
zation of  the  Steel  Corporation.     (See  p.  143.) 

DrLTLiTH  STEEL  PLANT. — The  anuual  report  of  the  Steel  Corporation 
for  1910,  in  referring  to  this  plant,  said : 

Eeference  was  made  in  the  annual  report  for  1907  to  the 
acquirement  of  a  site  for  and  the  proposed  construction  of  a 
moderate-sized  steel  plant  at  Duluth,  Minn.  During  1908  and 
1909  the  work  done  in  connection  with  this  proposition  consisted 
only  of  preparing  the  site  for  the  steel  plant,  the  acquirement  of 
right  of  way  for  and  some  construction  work  on  the  terminal 
railroad  connecting  the  proposed  steel  plant  with  all  trunk  lines 
entering  Duluth.  In  the  early  part  of  1910  construction  work 
was  actively  undertaken  on  both  the  steel  plant  and  railroad. 
During  the  year  1910  a  total  of  $1,715,517.70  was  expended  on 
these  jiroperties.  It  is  expected  that  further  constniction  will  be 
prosecuted  during  1911.  The  plant  as  proposed  will  include  the 
following  producing  departments:  Two  blast  furnaces,  7  open- 
hearth  steel  furnaces,  one  40-inch  blooming  mill,  one  28-inch 
and  18-inch  rail  and  bar  mill,  16-inch,  12-inch,  and  8-inch  mer- 
chant mill,  and  bj'-product  coke  plant  of  90  ovens,  together  with 
the  necessary  complement  of  auxiliary  departments,  such  as 
power  plants,  pumping  stations,  machine  and  other  shops,  etc. 

This  Duluth  steel  plant  is  owned  by  a  subsidiary  corporation 
formed  for  the  purpose,  the  Minnesota  Steel  Company,  with  an 
authorized  capital  stock  of  $1,000,000  owned  by  the  Federal  Steel 
Company. 

Portland  cejient  business. — The  Portland  cement  business  of 
the  Steel  Corporation  has  been  very  greatly  extended.  The  manu- 
facture of  Portland  cement  as  a  by-product  from  blast-furnace  slag 
had  been  prosecuted  in  a  modest  way  by  the  Illinois  Steel  Company 
b}'  the  time  the  Steel  Corporation  was  organized.  The  company's 
jjroduction  rapidly  increased,  exceeding  1,700,000  barrels  in  1905  as 
against  260,000  barrels  in  1901. 

This  development  of  the  cement  business  led  to  the  organization 
on  October  1,  1906,  of  a  new  subsidiary  company,  the  Universal  Port- 
land Cement  Company,  which  took  over  the  plants  previously  owned 
by  the  Illinois  Steel  Company,  including  a  new  plant  at  Buffington, 
Ind.,  and  which  also  commenced  the  construction  of  additional  works 
at  Universal,  Pa.,  and  elsewhere,  with  the  result  that  in  1910  the 
Corporation's  output  had  increased  to  over  7,000,000  barrels.  The 
capacity  at  the  close  of  1910,  including  that  of  new  works  under  way, 
was  given  in  the  annual  report  of  the  Corporation  for  that  year  at 
12,000,000  barrels  yearly. 
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It  may  be  noted  that  this  development  of  the  cement  business  was 
a  logical  accompaniment  of  the  steel  business,  since,  on  account  of  the 
increasino-  use  of  concrete  construction,  there  was  a  very  great  de- 
mand for  cement  in  the  erection  of  buildings  and  for  various  other 
construction  o^Derations  which  also  required  large  quantities  of 
structural  steel  and  merchant  bars. 

In  addition  to  these  conspicuous  instances  of  new  construction,  the 
Steel  Corporation,  of  course,  made  a  very  great  number  of  extensions 
and  enlargements  at  different  points.  Indeed,  these  scattered  in- 
stances of  enlargement  were  in  the  aggregate  probably  much  more 
important  than  the  few  exceptional  instances  specifically  mentioned 
here. 

Additions  to  other  property. — The  company  made  large  addi- 
tional investments  in  its  transportation  properties.  As  a  rule  these 
comiorised  normal  extensions  and  improvements  rather  than  new 
undertakings  of  exceptional  interest.  Mention  may,  however,  be 
made  of  the  construction  of  a  branch  line  by  the  Duluth,  Missabe 
and  Xorthern  from  Alborn  to  Coleraine,  Minn.,  a  distance  of  53 
miles,  connecting  with  the  Tanisteo  and  other  mines  developed  on  the 
western  end  of  the  ^Mesabi  Kange ;  the  construction  of  the  Connells- 
ville  Central  line  in  the  coal  regions,  the  name  of  which  was  after- 
wards changed  to  Connells-\ille  and  Monongahela  Eailway;  and  the 
construction  of  the  Nowbnrg  and  South  Shore  Railway,  a  com- 
paratively short  line,  at  Cleveland.  Considerable  additions  were 
made  to  the  equipment  of  the  Steel  Corporation's  various  railroads, 
and  also  to  its  dock  facilities  at  various  points  on  the  Lakes.  The 
steamship  property  of  the  Corporation  also  has  been  greatly  added 
to,  not  so  much  in  the  number  of  vessels  as  in  the  substitution  of  new 
vessels  of  large  capacity  and  most  modern  equipment  for  older  and 
smaller  A'essels  acquired  in  1901. 

Section  11.  Plant  capacity  of  United  States  Steel  Corporation. 

Increases  by  acquisitions  and  by  new  construction  down  to 
the  close  of  1910.— An  idea  of  the  relative  importance  of  the  addi- 
tions to  the  manufacturing  capacity  of  the  iron  and  steel  plants  of 
the  Steel  Corporation  by  the  various  acquisitions  described  in  this 
chapter,  and  new  construction,  down  to  the  close  of  1910  is  afforded 
by  the  following  table,  compiled  from  official  figures: 
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Table  29.— ADDITIONS  TO  MANUFACTURING  CAPACITY  OF  STEEL  CORPORATION  BY 
PURCHASE  OF  COMPETING  CONCERNS  AND  BY  NEW  CONSTRUCTION,  APRIL  1,  1901, 
TO  JANUARY  1,  1911. 

[Note.— The  capacity  figures  below  are  based  on  the  assumption  that  every  department  will  be  operated 
to  its  maximum  capacity  during  the  entire  year,  subject  only  to  normal  shutdowns  for  ordinary  repairs 
and  overhauling.  All  tonnage  figures  shown  are  gross  tons.  Percentages  which  are  based  on  original 
capacity  in  1901,  were  computed  by  Bureau.] 


Capac- 
ity, 

Apr.  1, 
1901. 

Additions. 

Product. 

By  purchase  of 

Union,  Clair- 

ton,  and  Shelby 

Steel  Tube 

companies.  ■ 

By  purchase  of 

T.  C,  I.  and 

E.  R.  Co. 

By  new  con- 
struction and 
improvements. 

Total  additions. 

Capacity 
Jan.  1, 
1911. 

Blast-f  u  r  n  ac  e 
products. 

Tons. 
7,440,232 
9,425,408 

7,719,022 

Barrels. 

450,000 

Tons. 
1,228,000 
1,258,400 

1,105,429 

P.ct. 
16.5 
13.3 

14.3 

Tons. 
1,000,000 
500,000 

400,000 

P.ct. 
13.4 
6.3 

6.2 

Tms. 

6,572,468 
6, 856, 192 

5,322,885 
Barrels. 
7,600,000 

P.ct. 
88.3 

72.7 

69.0 
1,688.9 

Tons. 
8,800,468 
8,613,592 

6,828,314 
Barrels. 
7,600,000 

P.ct. 
118.3 
91.3 

88.6 
1,688.9 

Tons. 
16,240,700 
18,039,000 

14,647,336 
Barrels. 
8,060,000 

Steel  ingots 

Rolled  and    other 
steel    and    iron 
products  for  sale.. 

Universal  Portland 
cement 

'  Also  includes  the  small  capacity  added  through  purchase  of  Troy  Steel  Products  and  Trenton  Iron 
companies.  It  may  be  noted  that  while  the  Shelby  Steel  Tube  Company  has  elsewhere  been  considered 
as  one  of  the  constituent  concerns,  it  is  here  treated  for  convenience  as  a  subsequent  acquisition. 

This  table  shows  at  a  glance  that  the  additions  to  plant  capacity 
through  the  purchase  of  competing  concerns  have  been  greatly  over- 
shadowed by  those  eflfected  through  new  construction.  Thus,  the 
total  addition  to  blast-furnace  capacity  by  the  Union,  Clairton, 
Shelby,  and  Tennessee  concerns  combined  was  a  little  less  than  30  per 
cent  of  the  Corporation's  original  capacity  in  April,  1901,  whereas 
the  additions  through  new  construction  during  this  period  exceeded 
88  per  cent.  Similarly,  the  additions  to  steel-ingot  capacity  (this 
covering  three  concerns,  the  Shelby  concern  having  no  steel  works) 
aggregated  less  than  19  per  cent  as  against  an  addition  of  nearly 
73  per  cent  through  new  construction.  The  increase  in  capacity  of 
the  rolling  mills  by  these  three  acquisitions  was  nearly  20  per  cent, 
■whereas  the  increase  due  to  new  construction  was  69  per  cent. 

In  addition  to  these  increases  in  the  capacities  of  iron  and  steel 
works  proper  down  to  the  close  of  1910,  the  Corporation  had  in- 
creased its  capacity  for  the  production  of  cement  from  450,000  barrels 
to  over  8,000,000  barrels  (not  including  the  capacity  of  new  works 
under  construction). 

Section  12.    Production  and  volume  of  business  of  the  Steel  Corpora- 
tion, 1901-1910. 

The  actual  production  of  the  Steel  Corporation,  as  distinct  from  its 
capacity,  for  the  entire  period  1901-1910,  is  given  in  Table  30.^ 

iThe  relation  of  the  Corporation's  production  to  the  country's  total  Is  discussed  in 
Chapter  IX. 
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2Y2  THE   STEEL  INDTJSTEY. 

It  is  apparent,  therefore,  that  there  has  been  a  very  great  expansion 
of  the  production  of  the  Steel  Corporation  in  practically  e^•ery  im- 
portant department.  Thus,  in  the  case  of  ore  the  total  production 
increased  from  13,023,755  tons  in  1901  to  25,245,816  tons  in  1910,  the 
highest  for  any  year. 

The  increase  in  coke  production  was  from  8,967.969  tons  in  1901  to 
13,0-49,578  tons  in  1910,  the  production  of  the  latter  year,  as  in  the 
case  of  ore,  being  the  high-record  figure. 

The  production  of  pig  iron  (not  including  Spiegel,  ferroman- 
ganese,  etc.)  increased  from  6,662,862  tons  to  11,645,510  tons,  the  1910 
figures  again  being  the  highest  yet  recorded,  although  in  1906  and 

1909  the  production  exceeded  11,000.000  tons. 

The  production  of  steel  ingots  increased  from  8.854,820  tons  in 
1901  to  14,179,369  tons  in  1910,  the  production  of  the  latter  year  being 
well  in  excess  of  the  previous  high-record  figure  (reached  in  1906). 
It  is  important  to  call  attention  in  this  connection  to  the  very  great 
increase  in  the  production  of  open-hearth  steel,  which  rose  from 
slightly  less  than  2,750,000  tons  in  1901  to  over  8,380,000  tons  in 
1910.  The  production  of  Bessemer  steel,  on  the  other  hand,  shows 
an  absolute  decrease  during  this  period,  from  6,109,306,  in  1901,  to 
5,796,223  tons  in  1910.  These  figures  well  illustrate  the  transition 
that  took  place  in  the  steel  industry  in  this  respect. 

The  percentage  increases  in  the  Corporation's  production  of  the 
raw  materials  and  in  the  primary  products  for  the  period  1901-1910, 
given  in  Table  30,  compare  as  follows : 

Iron   ore 93.  8  I  Pig  iron   74.  s 

Colie 52.  2  I  Ingots GO.  1 

With  respect  to  finished  rolled  products  for  sale  the  increase  in 
production  has  been  much  less  marked,  the  actual  increase  being  from 
7,420,480  tons  in  1901  to  10,733,995  tons  in  1910,  a  gain  of  3,307,515 
tons,  or  44.5  per  cent. 

Taking  up  these  finished  products  in  detail  it  will  be  seen  that 
the  output  of  steel  rails  in  1910  exceeded  2,100,000  tons  as  against  a 
previous  high-record  figure  (in  1906)  of  1,982,000  tons.  The  1910 
figures  include  the  production  of  both  the  new  Gary  plant  and  of  the 
Tennessee  Coal,  Iron  and  Railroad  Company. 

It  will  be  noted  that  the  Corporation's  output  of  tubing  and  pipe 
in  1910  was  considerably  smaller  than  the  output  of  several  preceding 
years.     There  was  also  some  reduction  in  wire  and  wire  products  in 

1910  as  compared  with  the  output  in  1909.  These  decreases  are  ap- 
parently in  part  attributable  to  the  increase  in  competition  in  these 
departments. 

The  great  increase  in  the  production  of  Portland  cement  has 
already  been  commented  upon.  It  may  be  noted  again  that  the 
production  of  1910  of  7,000,000  barrels  was  very  much  less  than  the 
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capacity  of  the  Corporation's  plants  for  this  product,  including  new 
construction  in  progress  at  the  close  of  1910. 

The  ten-year  period  1901-1910,  while  on  the  whole  a  distinctly 
prosperous  one,  included  two  years  of  marked  depression,  namely, 
1904  and  1908.  In  these  years  there  were  pronounced  declines  in  the 
Steel  Corporation's  output.  The  reaction  of  1904  was  especially 
reflected  in  the  production  of  ore  and  finished  steel;  the  production 
of  pig  iron  in  that  year,  on  the  other  hand,  showed  a  slight  increase. 
The  depression  of  1908  was  reflected  in  the  figures  of  output  in  prac- 
tically every  important  product  except  cement.  Thus,  the  output  of 
ore  decreased  over  5,700,000  tons;  that  of  coke  over  5,300,000  tons, 
while  the  pig-iron  output  fell  off  3,800,000  tons;  that  of  steel  ingots 
by  more  than  5,200,000  tons,  and  finished  steel  production  by  more 
than  4,100,000  tons;  moreover,  these  large  decreases  were  shown  in 
spite  of  the  fact  that  the  considerable  jproduction  of  the  Tennessee 
Coal,  Iron  and  Railroad  Company  was  included  in  1908  for  the  first 
time.  The  year  1909,  it  may  be  noted,  however,  brought  a  recovery 
in  all  the  raw  and  crude  products  above  the  large  production  of  1907. 
The  output  of  finished  rolled  products  in  1909,  however,  was  some- 
what under  the  1907  figures. 

These  comparisons  illustrate  the  abrupt  changes  which  charac- 
terize the  iron  and  steel  industry. 

IV.    PRESENT   ORGANIZATION    OF   STEEL    COKPOEATION. 

Section  13.  Reorganization  and  coordination  of  the  various  constituent 
properties. 

In  connection  with  the  various  acquisitions  and  extensions  described 
in  this  chapter,  the  Steel  Corporation  undertook  a  rather  compre- 
hensive rearrangement  of  its  principal  subsidiary  concerns  so  as  to 
place  those  plants  manufacturing  similar  products,  or  those  com- 
panies owning  the  same  kind  of  property,  under  the  control  of  cer- 
tain principal  constituent  concerns.  This  rearrangement  obviously 
tended  to  facilitate  a  more  efficient  and  economical  operation  of  these 
properties.  A  particular  advantage  was  the  reduction  in  the  number 
of  high-salaried  officials.  As  this  rearrangement  was  generally  ac- 
companied by  a  considerable  reduction  in  the  capitalization  of  the 
subsidiary  concerns,  there  was  also  some  saving  in  taxes  on  capital 
stock. 

ilEEGEE  OF  OLD   CaKNEGIE,    NATIONAL  StEEL,   AND  AMERICAN    StEEL 

Hoop  companies. — One  of  the  most  important  of  these  rearrano-e- 
ments  was  the  merger,  on  April  1,  1903,  of  the  Carnegie  Company  of 
New  Jersey,  the-  National  Steel  Company,  and  the  American  Steel 
Hoop  Company  under  the  New  Jersey  charter  of  the  National  Steel 
Company,  the   name  being   changed,  however,  to   Carnegie   Steel 
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Company.    The  capital  .stocks  of  the  three  older  concerns  aggregated 
$252,000,000,  as  follows : 

Cai-negie  Company $160,000,000 

National    Steel    Company___' 59,000,000 

American  Steel  Hoop  (.'ompaiiy 33,000,000 

Total 252,000,000 

The  capital  stock  of  the  new  Carnegie  Steel  Company,  however, 
was  fixed  at  $(;3,000,000,  or  exactly  one-quarter  the  total  for  the  three 
older  concerns  combined.  Apparently  this  capitalization  was  de- 
termined upon  without  reference  to  the  value  of  the  properties,  but 
with  a  view  to  having  a  convenient  basis  for  the  exchange  of  the 
stocks  of  the  three  constituent,  companies.  The  reduction  in  capitali- 
zation permitted  a  considerable  saving  in  annual  taxes  and  in 
fees.  The  principal  object  of  the  consolidation,  however,  was  to 
secure  economies  of  management  by  reducing  the  nuriiber  of  high- 
salaried  oificials  and  Ijy  the  simplification  of  accounts.  Moreover, 
as  above  suggested,  there  was  a  practical  advantage  in  having  all  of 
these  concerns  directed  from  a  single  source.  The  Carnegie  Company 
and  the  National  Steel  Company,  as  already  shown  in  this  report, 
were  large  producers  of  pig  iron  and  steel  billets  and  other  heavy  steel 
products.  The  Carnegie  Company,  moreover,  produced  merchant 
bars  and  other  products  similar  to  those  made  by  the  American  Steel 
PIoop  Company.  jNIost  of  the  plants  of  the  Steel  Hoop  company,  it 
may  be  noted,  were  conveniently  located  in  relation  to  the  plants 
of  the  Xational  Steel  Company  and  the  Carnegie  concern,  so  that 
the  consolidation  resulted  in  very  substantial  advantages  from  an 
operating  standpoint. 

The  plants  of  the  old  National  Ste^l  and  American  Steel  Hoop 
companies  are  owned  in  fee  by  the  Carnegie  Steel  Company  of  New 
Jersey.  The  old  Carnegie  plants  are  owned  by  the  Carnegie  Steel 
Company  of  Pennsyhania.     (See  Exhibit  7,  p.  407.) 

Merger  of  coke  properties. — On  the  same  date  (April  1,  1903) 
the  coke  properties  of  the  various  subsidiary  concerns  of  the  Corpo- 
ration were  transferred  to  the  H.  C.  Frick  Coke  Company,  the  capital 
stock  of  which  was  increased  from  $10,000,000  to  $20,000,000.  There 
had  previously  been  some  unification  of  the  coke  properties,  but  prior 
to  this  date  the  Steel  Corporation  had  maintained  several  other  sub- 
sidiary coke  concerns,  namely,  the  Southwest  Connellsville  Coke  Com- 
pany, which  held  the  coke  property  of  the  Federal  Steel  Company; 
the  American  Coke  Company,  the  coke  concern  of  the  American  Steel 
and  Wire  Company;  the  Continental  Coke  Company,  owning  the 
similar  properties  of  the  National  Steel  Company;  and  the  United 
Coal  and  Coke  Company  and  the  McClure  Coke  Company.  These 
subsidiaries  had  virtually  been  managed  through  the  11.  C.  Frick 
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Coke  Company,  but  their  formal  transfer  to  that  concern  resulted  in 
distinct  advantages  from  an  operating  standpoint. 

^Merger  of  Sheet  Steel  and  Tin  Plate  coatPANiES. — On  December 
31,  1903,  a  further  intercompany  consolidation  was  effected  through 
the  purchase  by  the  American  Sheet  Steel  Company  of  all  the  prop- 
erty of  the  American  Tin  Plate  Company.  The  name  of  the  Sheet 
Steel  company  was  changed  to  the  American  Sheet  and  Tin  Plate 
Company.  The  capitalization  of  the  Sheet  Steel  company  was  re- 
tained unchanged,  but  that  of  the  American  Tin  I'late  Company  was 
reduced  from  $40,325,000  to  the  nominal  figure  of  $25,000.  The  con- 
solidation of  these  companies  permitted  much  better  coordination  of 
sheet  and  tin-plate  mills  than  was  possible  under  their  separate 
operation. 

Consolidation  or  tube  works. — Another  similar  instance  of  inter- 
company rearrangements  was  the  placing  of  the  plants  of  the  Lorain 
Steel  Company  (at  Lorain,  Ohio,  where  a  large  tube  plant  was 
added)  under  the  control  of  the  National  Tube  Company. 

Merger  of  ore  properties. — In  1904  all  the  various  ore  properties 
of  the  Steel  Corporation  were  placed  under  the  active  control  of  the 
Oliver  Iron  Mining  Company. 

Lease  of  Union  Steel  properties. — Another  intercompany  re- 
arrangement was  the  lease  of  the  various  properties  of  the  Union 
Steel  Company  to  other  subsidiary  concerns  of  the  Corporation.  Thus, 
the  blast  furnaces  and  the  steel  works  were  leased  to  the  Carnegie 
Steel  Company ;  the  wire  plants  to  the  American  Steel  and  Wire  Com- 
pany. The  organization  of  the  Union  Steel  Company  was  preserved, 
however,  and  the  revenue  from  these  leases  went  into  its  treasury. 
The  arrangement,  however,  relieved  the  Union  Steel  Company  from 
the  direct  operation  of  these  plants,  and  thus  effected  a  substantial 
saving  in  salaries  and  other  expenses,  while  further  contributing  to 
the  systematization  of  the  operation  of  the  various  properties. 

Organization  of  export  department  by  the  Steel  Corporation. — 
For  some  time  after  the  organization  of  the  Steel  Corporation,  each 
subsidiary  company  which  had  occasion  to  engage  in  export  trade 
conducted  its  sales  independently  of  the  others.  In  the  latter  part 
of  September,  1903,  however,  the  United  States  Steel  Products  Ex- 
port Company^  was  fonned  to  look  after  the  foreign  trade  of  all 
the  various  subsidiary  companies  of  the  Steel  Corporation.  The 
new  company  acts  as  selling  agent  in  the  foreign  trade  for  all  the 
subsidiary  concerns  of  the  Steel  Corporation.  This  organization 
of  a  special  company  was  the  result  of  an  intention  on  the  part 
of  the  Steel  Corporation  to  develop  the  export  trade  more  thoroughly. 
As  a  matter  of  fact,  there  was  a  marked  increase  in  export  business 
in  1004;   this,  however,  was  partly  attributable  to  the  depressed 

1  The  name  was  in  1910  chansed  to  United  States  Steel  Products  Company.  The  com- 
pany has  a  capital  stocls  of  $1,000,000  and  is  a  subsidiary  of  the  Federal  Steel  Company. 
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condition  of  the  domestic  market  in  tliat  year,  which  naturally  led  to 
a  more  serious  consideration  of  the  possibilities  of  foreign  marlcets. 
With  the  return  of  greater  prosperity  in  the  home  market,  the  export 
business  fell  oil  somewhat. 

Ceeatiok  of  new  subsidiaries. — As  already  pointed  out,  in  the 
construction  of  its  great  plant  at  Gary  the  Steel  Corporation  organ- 
ized a  new  subsidiary  concern,  the  Indiana  Steel  Company,  and  simi- 
larly, in  the  case  of  its  works  at  Duluth,  it  formed  a  local  corporation, 
the  Minnesota  Steel  Company.  It  also  organized  in  1907  the  Great 
Western  Mining  Company  to  manage  the  ore  properties  controlled 
under  the  Hill  lease.  (See  p.  260.)  The  incorporation  of  the  Uni- 
versal Portland  Cement  Company  may  also  be  mentioned  in  this 
connection.  This  creation  of  new  subsidiar}'  concerns  is  in  line  with 
the  character  of  the  Steel  Corporation  as  a  holding  company.^ 

Section  14.  Constituent  concerns  of  Steel  Corporation  on  July  1,  1911. 

As  a  result  of  these  various  rearrangements  and  new  acquisitions, 
the  list  of  principal  constituent  concerns  of  the  Corporation,  the 
stocks  of  which  were  directly  held  by  it  on  July  1,  1911,  was  as 
follows : 


Table  31.- 


-CONSTITUENT  CONCERNS  OF  THE  UNITED  STATES  STEEL  CORPORATION 
WHOSE  STOCKS  WERE  DIRECTLY  HELD  BY  IT  JULY  1,  1911. 


Company. 


Carnegie  Steel  Company  of  New  Jersey. 
Federal  Steel  Company 


American  Steel  and  Wire  Company  of  New  Jersey  . . 

National  Tube  Company 

American  Sheet  and  Tin  Plate  Company 


American  Bridge  Company,  New  Jersey. 
Shelby  Steel  Tube  Company 


Lake  Superior  Consolidated  Iron  Mines 

Pittsburg  Steamship  Company 

Union  Steel  Company 

Clairton  Steel  Company 

Tennessee  Coal,  Iron  and  Railroad  Company. 


Class  of  stock. 


Common.. 
Preferred., 
Common . . 
Preferred.. 
Common . . 
Preferred.. 
Common.. 
Preferred.. 


Common.. 
Preferred.. 


Common 

Preferred 

Guaranteed    pre- 
ferred. 


Total  out- 
standing capi- 
tal stock. 


865,250, 
46,4S4, 
63,260, 
60,000, 
40,000, 
40, 000, 
40, 000, 
24,500, 
24, 500, 
10, 000, 

8,161 

5, 000, 
29, 887, 

7,880, 
20, 000, 

3,500, 

32,529, 

124, 

178; 


000.  00 
300.  00 
900.  00 
000.  00 
000.00 
000.00 
000.00 
000.  00 
000.  00 
000.00 

5oa  00 
ooa  00 

44S.  97 
000.  00 
000.  00 
000.00 
997. 50 
500. 00 
600.00 


Amount  owned 
by  United 
States  Steel 
Corporation. 


$65,250, 
46,484, 
53,260, 
49,989, 
39,999 
40,000, 
40,000, 
24 
24,499, 
10,000, 

8,151, 

5,000, 
29,887, 

1221, 
20, 000, 

3,500, 
32,442, 


000.00 
300.00 
900.00 
400.00 
000.00 
000.00 
000.00 
600.00 
600.00 
000.00 
600.00 
000.00 
44S.97 
700.00 
000. 00 
000.00 
795.00 


1  The  balance  of  the  capital  stock  of  Pittsburg  Steamship  Company  (§7,658,300)  is  owned  by  Carnegie 
Steel  Company. 

It  should  be  understood  that  the  companies  given  in  this  list  are 
simply  the  constituent  concerns  whose  stocks  are  directly  held  by  the 

1  The  stocks  of  all  these  new  subsidiaries  are  owned  by  some  of  the  constituent  com- 
panies of  the  Corporation  and  not  by  the  Corporation  itself. 


UNITED    STATES    STEEL    COEPOBATION.  277 

Steel  Corporation,  and  that  these  constituent  concerns,  in  turn,  have 
a  large  number  of  subsidiary  corporations,  in  addition  to  fee  prop- 
erties. A  statement  of  the  subsidiary  companies  of  these  constituent 
concerns  is  given  in  Exliibit  7,  on  page  407. 

Several  of  tliese  constituent  comjianies,  as  well  as  many  of  their 
subsidiaries,  had  a  large  amount  of  indebtedness  which  is  not  here 
shown.  A  considerable  part  of  this  indebtedness  was  owned  within 
the  organization. 

The  Carnegie  Steel  Company,  as  already  shown,  was  a  merger  of 
the  old  Carnegie  Company  of  New  Jersey,  the  National  Steel  Com- 
pany, and  the  American  Steel  Hoop  Company.  The  aggregate  capital 
stock  of  these  companies  at  that  time  was  $252,000,000,  whereas  in 
the  merger  the  capital  stock  was  first  fixed  at  $63,000,000.  As  a  result 
of  this  reduction,  the  consolidated  company  entered  surplus  on  its 
books  to  the  amount  of  the  capital  stock  thus  extinguished,  or 
$189,000,000. 

The  Carnegie  Steel  Company  (the  present  company)  subsequently 
increased  its  capital  stock  by  $2,250,000,  or,  as  the  above  table  shows, 
to  $65,250,000. 

In  the  merger  of  the  American  Sheet  Steel  Company  and  American 
Tin  Plate  Company,  as  above  shown,  the  capitalization  of  the  old 
American  Sheet  Steel  Company  was  continued  unchanged,  and  that 
company  entered  on  its  books  a  surplus  of  $46,325,000,  this  being 
equal  to  the  entire  outstanding  stock  of  the  American  Tin  Plate 
Company. 

The  table  shows  that  the  present  capitalization  of  the  American 
Bridge  Company  of  New  Jersey  is  $10,000,000.  This  is  a  reduction 
of  $52,324,600  from  the  previous  capitalization.  This  amount,  there- 
fore, as  in  the  case  of  the  American  Tin  Plate  and  Carnegie  com- 
panies, was  written  into  the  surplus  account  of  the  company. 

These  are  the  only  instances  of  reductions  in  capital  stock.  It  may 
be  noted  that  the  Union  Steel  Company's  stock  is  $20,000,000.  Most 
of  the  properties  of  this  concern,  as  already  stated,  are  operated  by 
constituent  or  subsidiary  companies  of  the  Corporation.  The  stock 
of  the  Lake  Superior  Consolidated  Iron  Mines  has  been  increased  by 
$462,508  since  the  Steel  Corporation  was  organized,  this  amount  rep- 
resenting the  treasurj^  stock  issued  since  the  acquisition  of  the  com- 
pany by  the  Steel  Corporation.  The  issued  stock  of  the  Pittsburg 
Steamship  Company,  which  in  1901  was  $1,330,000,  has  been  increased 
to  $7,880,000. 

The  one-sixth  interest  in  the  stock  of  the  Oliver  Iron  Mining  Com- 
pany, which  was  subsequently  acquired  in  1901  (see  p.  106),  does 
not  appear  in  this  list  for  the  reason  that  this  fraction  was  transferred 
to  the  Carnegie  Steel  Company,  which,  therefore,  now  owns  the  entire 
stock  of  the  Oliver  concern. 


CHAPTER  VI. 

ADDITIONS  TO  INVESTMENT  OF  UNITED  STATES  STEEL  CORPORA- 
TION SINCE  1901. 

Section  1.  Introductory. 

The  valuation  of  $(i82,000,000  for  the  tangible  property  of  the  Steel 
Corporation  at  its  organization  in  1901,  as  computed  in  Chapter  III, 
may  fairly  be  regarded  as  substantially  the  in  vestment  in  such  tangi- 
ble property  of  the  Corporation  at  that  time,  reduced  to  a  cash  basis. 
In  order  to  obtain  an  estimate  of  the  investment  in  such  tangible 
property  of  the  Corporation  at  the  present  time,  it  is  necessary  to 
ascertain  the  actual  cost  of  the  net  additions  since  the  company's  or- 
ganization. These  additions,  as  shown  in  the  preceding  chapter,  have 
been  made  in  two  ways — first,  through  new  construction  and-  through 
other  additions  directly  from  earnings  or  from  capital  otherwise  j)ro- 
vided;  and,  second,  through  the  acquisition  of  competing  concerns. 
By  combining  the  cost  of  these  various  additions  to  the  property 
(after  certain  allowances  for  depreciation;  see  jop.  292-309)  with  the 
original  investment  in  the  property  in  1901,  as  already  computed,  an 
approximate  total  of  the  actual  investment  in  the  physical  property 
of  the  Corporation  at  the  present  time  is  obtained.  The  value  of  such 
property,  and  especially  of  the  natural  resources,  is  referred  to  later. 
■  For  the  purposes  of  the  present  discussion,  however,  and  of  judging 
the  reasonableness  of  the  profits  of  the  Corporation,  which  are  dis- 
cussed in  Chapter  VII,  a  statement  of  the  actual  investment  in,  rather 
than  the  value  of,  its  property  is  essential. 

It  should  be  pointed  out  that  in  addition  to  the  tangible  properties 
of  the  Steel  Corporation,  its  intangible  assets  have  a  value.  Indeed, 
the  very  merging  and  coordinating  of  the  various  tangible  properties 
of  the  Corporation  imparts  to  them  collectively  a  value  somewhat  in 
excess  of  the  sum  of  the  values  of  their  tangible  assets  alone.  The 
Corporation,  in  fact,  contends  that  this  "  merger  value,"  as  it  may  be 
termed,  is  a  very  important  factor  in  its  total  assets.  Since,  however, 
this  merger  value  must  be  partly  due  to  the  restriction  or  elimination 
of  competition,  and  since  the  portion  thus  created  can  not  be  segre- 
gated from  that  due  to  the  introduction  of  economies,  it  is  imprac- 
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ticable  in  this  discussion  to  make  any  quantitative  allowance  for 
merger  ^alue  of  any  sort  whatever.  A  brief  consideration  of  this  and 
similar  factors  is,  howeAer,  taken  up  later.     (See  p.  326.) 

There  will  first  be  considered  here  the  additions  directly  made  from 
earnings,  or  from  new  capital,  and  then  the  cost  of  additions  made 
through  acquisitions  of  other  concerns. 

Section  2.  Cost  of  additions  to  Steel  Corporation's  property  other  than  by 
purchase  of  competing  concerns,  1901  to  1910,  by  classes. 

The  Steel  Corporation  in  its  annual  reports  gives  a  summary  of 
those  direct  additions  to  fixed  property  for  each  year  which  are 
charged, to  capital  account.  This  summary  classifies  such  expendi- 
tures by  the  following  kinds  of  property :  Manufacturing,  ore,  coal 
and  coke,  transportation,  miscellaneous. 

In  order  to  aiTi\'e  at  a  statement  of  the  total  additions  to  the  assets 
of  the  CoriDoration,  account  must,  of  course,  be  taken  of  the  increase 
in  other  assets  as  well.  These  remaining  assets  are  grouped  in  the 
balance  sheets  of  the  Corporation  under  the  following  heads:  (1) 
Deferred  charges  to  operations,  representing  chiefly  advanced  mining 
royalties;  (2)  investments;  (3)  sinking  and  reserve  fund  assets;  (4) 
current  assets,  this  including,  in  addition  to  the  ordinary  quick  assets 
and  inventories,  sundry  securities. 

In  the  following  table  are  given  the  yearly  additions  to  the  fixed 
property  of  the  Corporation  ^  (other  than  the  original  cost  of  the 
Union  Steel  Company,  the  Clairton  Steel  Company,  and  the 
Tennessee  Coal,  Iron  and  Eailroad  Company),  together  with  the 
annual  increases  in  its  other  assets,  for  the  period  from  April  1,  1901, 
to  December  31,  1910.  For  convenience  in  later  discussion  (see  pp. 
313-323)  the  total  additions  for  the  period  19D1-1907  are  also  given. 

It  should  be  kept  in  mind  that  the  additions  to  fixed  property  given 
in  this  table  are  gross  amounts.  Account  must  also  be  taken  of  the 
depreciation  and  exhaustion  of  the  Corporation's  properties  during 
this  interval.  This  matter  is  one  of  considerable  intricacy.  It  is 
taken  up  in  sections  5  and  6  of  this  chapter. 

1  The  additions  to  fixed  property  given  in  Table  32  are  substantiaUy  identical  with  the 
lii_'ures  given  in  the  published  reports  ot  the  Corporation.  In  a  tew  cases,  however,  they 
differ,  either  as  to  the  d'istribution  of  certain  items  which  in  the  annual  reports  are  given 
in  a  lump  sum,  or  because  of  certain  revisions  made  subsequent  to  their  original  publica- 
tion. 
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Section  3.  Cost  of  properties  acquired  through  purchase  of  competing 
concerns. 

The  additions  to  fixed  property,  as  above  stated,  do  not  include  the 
original  cost  of  the  fixed  properties  of  the  Union,  Clairton,  and 
Tennessee  Coal,  Iron  and  Railroad  companies,  although  they  do 
include  the  subsequent  capital  expenditures  upon  these  properties. 
In  order  to  obtain  a  grand  total  of  the  additions  to  the  property 
account  of  the  Steel  Corporation  since  its  organization,  therefore,  it 
is  necessary  to  add  to  these  classified  totals  shown  in  the  preceding 
table  the  original  investment  of  the  Corporation  in  the  fixed  prop- 
erties of  the  three  concerns  named.  The  current  assets  of  these  con- 
cerns are  included  in  the  totals  already  given,  since  the  Bureau's 
statement  of  such  assets  is  made  up  directly  from  balance  sheets  of  the 
Steel  Corporation. 

The  Steel  Corporation  acquired  a  few  other  small  concerns,  such  as 
the  Troy  Steel  Products  Company  and  the  Trenton  Iron  Company. 
The  cost  of  these  acquisitions,  however,  is  included  in  the  yearly 
totals  of  capital  expenditures  given  in  Table  32,  so  that  these  minor 
purchases  need  not  be  considered  separately. 

In  the  case  of  the  Union  and  Clairton  steel  companies,  a  distribu- 
tion of  the  original  cost  by  the  princij^al  classes  of  property  wa's  made 
by  the  Steel  Corporation  itself,  as  noted  below.  No  such  distribution, 
however,  was  made  in  the  case  of  the  Tennessee  Coal,  Iron  and  Rail- 
road Company,  and  no  classification  need  be  made  at  the  moment, 
since  in  the  official  estimate  by  the  Steel  Corporation  of  the  value  of 
its  property  at  the  close  of  1907.  already  referred  to,  the  property  of 
the  Tennessee  concern  is  not  so  classified. 

The  cost  of  these  three  concerns  may  now  be  briefly  analyzed. 

Cost  or  Union-Sharox  steel  propeeties. — In  payment  for  the 
Union  Steel  Company  (which,  it  will  be  recalled,  had  just  absorbed 
the  Sharon  Steel  Company;  see  p.  2.")2),  the  United  States  Steel  Cor- 
poration guaranteed  an  issue  of  $4.5,000,000  of  Union  Steel  Com- 
pany bonds.  Of  this  total,  $20,113,500  were  issued  at  the  time  for 
the  property,  $8,512,500  were  sold  to  the  vendors  to  be  paid  for  in 
cash  at  par  under  the  agreement,  while  $3,500,000  were  reserved  to 
retire  bonds  outstanding  against  the  Sharon  properties,  and  $3,874,000 
were  reserved  for  future  construction  and  improvements. 

The  aggregate  cost  of  the  fixed  properties  was  stated  by  the  Cor- 
poration at  $30,860,501.    Payment  was  made  in  the  following  manner. 
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Bonds  of  tbe  Union  Steel  Company  (guaranteed  by  the 

United  States  Steel  Corporation) $29,113,500 

Underlying  bonds  assumed 3,  591,  000 

Casli 497,  !M) 

Total 33,202,490 

Less  liquid  assets  acquired 2,  341,  9S9 

Total  cost  fixed  properties "30,800,501 

This  total  was  allotted  by  the  Cor23oration  among  the  different 
classes  of  property  acquired,  as  follows : 

Manufacturing  proijerties $14,832,875 

Coal  and  colve 6,104,207 

Ore 8,  550,  607 

Transportation 1,  004,  463 

Jliscellaneous 368,  349 

Total 30,  800,  501 

The  foHowing  is  an  excerpt  from  an  official  statement  of  the  Cor- 
poration regarding  the  transaction: 

The  Steel  Corporation  pay  the  exact  cost  of  the  manufacturing- 
plants,  to  be  determined  by  auditors  appointed  for  that  purpose. 
For  the  real  estate,  ore  properties,  and  the  coal  lands  they  will 
pay  something  more  than  the  cost  value,  but  not  to  exceed  the 
present  market  value.  The  stockholders  of  the  Union  and 
Sharon  plants  agree  to  furnish  about  $10,000,000  new  cash,  to  be 
expended  in  the  completion  of  improvements  and  further  devel- 
opment of  the  properties  in  such  manner  as  the  Steel  Corpora- 
tion niay  determine. 

The  manner  of  paying  for  the  property  will  be  by  a  bond  issue 
of  $45,000,000,  secured  on  the  property  and  the  principal  and 
interest  guaranteed  by  the  Steel  Corporation.  For  the  actual 
money  put  into  the  manufacturing  property  the  stockholders 
will  receive  these  bonds  at  par.  For  the  value  of  real  estate,  ore, 
and  coal  they  will  receive  bonds  at  par,  and  for  the  $10,000,000 
of  new  cash  they  will  receive  bonds  at  par.  The  remainder  of 
the  bonds  will  be  kept  in  the  treasury  for  use  at  some  future 
time  in  such  further  development  of  the  property  as  may  be 
decided  on  by  the  Steel  Corporation. 

The  sellers'  profit  in  the  transaction  arises  solely  from  their 
profit  in  operating  their  plants  to  date,  and  in  the  increased  value 
of  their  ore,  coal,  and  real  estate,  which  were  purchased  some 
time  ago. 

There  appears  to  be  no  reason  to  doubt  the  accuracy  of  the  state- 
ment with  respect  to  the  manufacturing  properties.  It  seems  prob- 
able that  the  investment  in  these  manufacturing  plants  reached  the 

1  This  total  includes  the  cost  of  a  minority  interest  in  a  subsidiary  concern  of  the  Sharon 
StCL'l  Company.  This  parcel  was  purchased  in  191):'.  and  the  cost  is  included  in  the  addi- 
tions for  that  year  in  Table  :!:;.  It  is  included  here  for  conyenience  in  discussion,  but  is 
not  duplicated  in  the  final  computation.     (See  Table  as.) 
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total  of,  roughly,  $14,800,000,  above  stated.  As  previously  shown  in 
the  discussion  of  the  purchase  of  this  concern,  these  properties  were 
extensive.  The  combined  blast-furnace  capacity  was  about  2,500  tons 
daily,  and  the  open-hearth  furnace  capacity  was  almost  as  large, 
while  there  was  a  large  variety  of  finishing  departments. 

This  figure  for  the  manufacturing  plants  includes  the  organization 
and  capitalization  expenses  of  the  company,  together  with  a  little 
miscellaneous  real  estate.  These  items,  however,  were  comparatively 
unimportant. 

The  value  assigned  to  transportation  property,  roughly,  $1,000,000, 
does  not  appear  to  be  unreasonable.  It  covered  the  Mercer  Valley 
liailroad,  with  3  miles  of  main  line  and  30  miles  of  sidings  about  the 
Avorks,  and  2  steamers  of  7,000  tons  capacity  each. 

The  miscellaneous  property  included  some  gas  property  and  scat- 
tered real  estate  and  tenements.  The  total  amount  assigned  these 
properties  is  so  small  that  it  need  not  be  analyzed. 

Therefore,  except  for  the  values  assigned  ore,  coal,  and  coke  prop- 
erty, it  appears  that  these  figures  of  cost  may  be  accepted  as  a  fairly 
accurate  measure  of  the  value  of  these  Union  Steel  properties  at  the 
time  of  the  transfer. 

As  shown  above,  the  coal  and  coke  property  went  in  at  a  total  con- 
sideration of  $6,104,207,  and  the  ore  property  at  $8,550,607.    There . 
can  be  no  doubt  that  these  valuations  were  excessive. 

The  coal  properties,  with  the  price  paid  by  the  Steel  Corporation 
for  each  principal  parcel  were  as  follows : 

Sliaron  Coke  Company :  1,448  acres  of  coal  land  and  about  300 
acres  of  surface  fronting  on  the  Monongahela  River  west  of 
Lecrone $1, 388, 964. 66 

Republic  Coal  Company :  Tract  between  Bufflngton  and  Browns- 
ville, containing  3,222  aci'es  of  coal  and  511  acres  of  surface 
land 2, 880, 000. 00 

River  Coal  Company  :  1,524  acres  of  coal  and  179  acres  of  surface 
land  near  the  Monongahela  River,  above  Brownsville 720, 000. 00 

Total 4, 988, 964. 66 

The  difference  between  the  amount  paid  for  these  coal  lands  and 
the  total  consideration  given  on  page  283  represented  the  value  of 
coke  ovens,  equipment,  etc. 

If  the  surface  holdings  alone  are  taken  at  an  average  of  $80  per 
acre,  which  appears  to  be  sufficient,  the  value  of  the  coal,  per  acre, 
in  these  three  tracts  would  be,  respectively,  about  $943,  $881,  and 
$4(i3,  or  an  average  of  $793  for  the  0,194  acres  contained  in  all.  The 
river  coal  is  spoken  of  as  steam  coal,  but  there  was  a,  possibility  of 
coking  it ;  the  other  is  coking  coal  and  probably  the  best  which  was 
obtainable  at  the  time  it  was  purchased  by  the  Union  and  Sharon 
interests,  but  does  not  rank  so  high  as  that  in  the  Connellsville  basin 
proper. 
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The  highest  ascertained  price  for  coking-coal  land  in  this  general 
territory  up  to  that  time  was  $500  per  acre  for  3,000  acres  purchased 
by  the  Clairton  Steel  interests  in  November,  1002.  The  average 
price  in  this  and  two  other  fairly  large  purchases  about  this  time 
was  almost  exactly  $560  per  acre,  or  $283  per  acre  less  than  the 
average  price  paid  by  the  Steel  Corporation  for  the  three  parcels 
above  described.  As  these  latter  comprised,  altogether,  practically 
0,200  acres,  the  excess  jDaid  by  the  Steel  Corporation  over  the  aver- 
age price  paid  in  the  three  other  transactions  mentioned  amounted, 
in  round  numbers,  to  $1,450,000.  This  amount  may  be  considered 
as  indicating,  in  a  rough  way,  the  excessive  valuation  placed  on  these 
properties  in  this  transaction,  since  the  other  purchases  above  noted 
were  made  at  just  about  the  same  time.  This  amount,  however, 
would  not  represent  the  entire  profit  of  the  Union- Sharon  interests 
(in  this  coal  property,  since  they  probablj  acquired  most  of  it  at  much 
less  than  $560  per  acre. 

The  total  consideration  of  $8,550,007  for  the  ore  property  was 
allotted  as  follows : 

Sharon  mine  and  equipment $4,  400,  040 

Property  of  Donora  Mining  Company 4, 150,  567 

Total 8,  550,  607 

There  can  be  little  doubt  that  these  valuations  were  very  liberal. 
Allowing  $550,007  to  cover  improvements  and  equipment — which 
amount  probably  is  about  correct — it  may  be  considered  that  the  ore 
itself  (subject,  in  the  case  of  some  of  the  mines  of  the  Donora  Min- 
ing Company,  to  a  royalty)  cost  $4,000,000  for  each  parcel.  In  the 
annual  report  of  the  Steel  Corporation  for  1902  the  total  tonnage  of 
ore  covered  by  this  purchase  was  given  at  approximately  40,000,000 
tons.  This  (see  p.  214)  agreed  substantially  with  estimates  current 
in  the  trade  which  placed  the  tonnage  of  the  Sharon  mine  at 
21,000,000  tons,  and  that  of  the  Donora  mining  properties  at  about 
20,000,000  tons.  The  Sharon  mine  was  purchased  in  fee.  On  an 
estimate  of,  say,  20,000,000  tons  for  this  mine  the  cost  of  the  ore 
would  have  been  20  cents  a  ton.^  Such  a  price,  in  cash,  for  a  fee 
was  far  greater  than  the  average  of  fee  prices  for  such  properties. 
^V.s  already  shown  on  page  208,  a  committee  of  mining  interests 
stated  in  a  brief  to  the  Minnesota  legislature  as  late  as  1908  that  the 
highest  price  which  they  had  known  to  have  been  paid  for  ore  in 
fee  was  15  cents  a  ton. 

If  all  of  the  estimated  tonnage  of  the  Donora  Mining  Company 
properties  (20,000,000  tons)  had  been  owned  in  fee,  the  price  paid 

1  The  slight  ditEerer"e  between  these  averages  and  those  given  ca  page  214  is  due  to 
the  fact  that  the  former  included  improvements. 
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for  these  would  have  been  ahnost  exactly  the  same,  per  ton  as  in  the 
case  of  the  Sharon  mine.  Two  important  mines  of  the  Donora  Min- 
ing Company,  however,  were  leaseholds,  and  the  equity  of  the  lessee 
in  such  ore  holdings  was  worth  much  less  than  the  interest  of  the 
owner  of  the  fee.  This  gives  added  force  to  the  other  indications  of 
overvaluation. 

It  will  be  recalled  that  the  official  announcement  issued  by  the 
Steel  Corporation  stated  that  while  the  manufacturing  properties  had 
been  taken  over  at  their  actual  cost,  the  ore  properties,  coal  lands,  and 
real  estate  had  been  taken  over  at  above  the  cost,  but,  it  was  claimed, 
at  not  more  than  the  current  market  value.  The  price  paid  for  these 
properties  was  very  greatly  in  excess  of  the  original  cost  to  the  Union 
Steel  interests.  Thus,  the  Sharon  mine,  for  which  the  Steel  Corpora- 
tion paid  approximately  $4,000,000,  exclusive  of  improvements,  origi- 
nally cost  the  Sharon  Steel  Company,  according  to  reliable  trade 
reports,  only  $150,000.  Undoubtedly,  at  the  time  of  its  transfer  to 
the  Steel  Corporation  it  was  worth  a  very  much  greater  sum,  since 
the  amount  of  ore  in  the  mine  proved  to  be  very  much  larger  than 
that  originally  estimated.  The  original  cost  of  the  properties  of  the 
Donora  Mining  Company  is  not  definitely  known,  but  it  was  un- 
doubtedly but  a  small  fraction  of  the  price  which  was  later  paid  by 
the  Steel  Corporation. 

There  can  be  no  question  that  the  prices  paid  by  the  Steel  Corpo- 
ration for  both  the  coal  and  the  iron-ore  properties  were  considerably 
in  excess  of  a  fair  valuation  at  the  time  of  the  transfer.  The  real 
significance  of  the  transaction  seems  to  be  that  the  Steel  Corporation 
desired  to  eliminate  the  competition  of  certain  influential  interests 
back  of  the  Union  concern,  particularly  that  of  Mr.  Frick,  and  that 
the  amount  necessary  to  induce  these  owners  to  retire  from  such  com- 
petition was,  in  effect,  charged  against  the  ore  and  coal.  Nevertheless, 
the  amount  of  this  overvaluation,  when  compared  with  the  enormous 
value  of  the  assets  of  the  Steel  Corporation  as  a  whole  is  not  impor- 
tant, and  the  Bureau  has  entered  these  properties  in  its  computation 
at  the  actual  cost  to  the  Corporation. 

Claietox  Steel  purchase. — The  properties  acquired  through  the 
jmrchase  of  the  Clairton  Steel  Company  have  already  been  described 
in  Chapter  V.  (See  pp.  2:i-\-'2:>').)  The  terms  of  this  purchase  were 
given  in  the  annual  report  of  the  Steel  Corporation  for  1904,  where 
it  was  stated  that  the  Corporation  paid  to  the  vendors  $1,000,000, 
par  value,  in  the  Corporation's  10-60  year  5  per  cent  bonds,  which 
had  been  acquired  by  it  for  this  purpose  in  the  open  market  at 
$813,850,  and  that  in  addition  the  Corporation  guaranteed  the  out- 
standing bonded  indebtedness  of  the  Clairton  concern  to  the  extent 
of  $10,ii;?0,000,  as  follows : 
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Clairton  Steel  Conipany  5  per  cent  mortgage  bonds $5, 000,  000 

St.  Clair  l"urniire  Conipany  first-mortgage  biuuls 2,  980,000 

St.  Clair  Steel  Company   first-mortgage  bonds 2,  250,  000 

Total 10,  230, 000 

In  addition  to  these  there  were  outstanding  against  tlie  properties 
of  the  Clairton  Steel  Company'  and  its  subsidiary  companies  the  fol- 
lowing bonds  and  mortgages : 

St.  Clair  Tprmiuiil  Railroad  Company  first-mortgage  bonds $1,000,000 

Real-estate   mortgages 1,666,715 

Total 2,  666,  715 

'\^'Tiile  these  latter  bonds  and  mortgages  were  not  guaranteed  by 
the  Steel  Corporation,  they  ^Yere  a  lien  against  important  parts  of 
the  pioperty  acquired  by  it,  and  therefore  they  practically  represented 
an  addition  to  the  cost  of  the  acquisition. 

In  addition  to  the  fixed  property,  the  Corporation  acquired  with 
the  plants  working  assets  at  par  to  the  amount  of  $2,951,005,  making 
the  indicated  cost  of  the  fixed  properties  $10,759,560,  as  follows: 

Steel  Corporation  5  per  cent  bonds  ($1,000,000)  at  cost $813,850 

Bonds  of  the  Clairton  Steel  Company,  St.  Clair  Furnace  Company, 

St.  Clair  Steel  Company,  guaranteed 10,230,000 

St.  Clair  Terminal  Railroad  Company  bonds  and  real-estate  mort- 
gages, not  guaranteed S. 2,666,715 

Total : 13.  710,  565 

Net  working  assets 2,951,005 

Cost  of  fixed  properties  to  Steel  Corporation 10,  759,  560 

This  total  cost  of  the  fixed  property  was  distributed  by  the  Cor- 
poration as  follows : 

Manufacturing $6,  915, 196.  94 

Iron  ore— 1,176,797.81 

Coal  and  coke 1,365,557.95 

Transportation 1, 093, 163.  61 

Miscellaneous  (limestone  and  town  site) 208,844.11 

Total  cost  of  fixed  property 10,  759,  560.  42 

The  Bureau  has  accepted  this  cost  as  representing  an  equivalent 
addition  to  the  investment  of  the  Steel  Corporation.  The  plants  of 
the  Clairton  concern  had  a  capacity  of  about  475,000  tons  of  pig  iron 
annually  and  about  400,000  tons  of  steel.  The  company  had  extensive 
ore  properties,  over  2,600  acres  of  desirable  coking-coal  land,  and 
considerable  terminal  railroad  property.  These  facts  and  the  further 
fact  that  the  company  was  in  the  hands  of  receivers  at  the  time  of 
its  acquisition  suggest  that  the  price  paid  was  not  unreasonable.     As 
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in  the  case  of  the  Union  properties,  the  price  was  in  the  form  of 
bonds. ^ 

Total  cost  of  fixed  property  of  Union  and  Clairton  com- 
panies.— In  the  following  table  the  cost  of  the  fixed  properties  of  the 
Union  Steel  Company  and  the  Clairton  Steel  Company  are  com- 
bined. The  current  assets  are  not  included  in  this  table,  for  the 
reason  that  they  have  already  been  included  in  Table  32,  since  such 
total  current  assets  were  arrived  at  by  comparing  the  balance  sheets 
of  the  Steel  Corporation  from  year  to  year. 

Table  :i:!. — COST  OF  FIXED  PEOPEETIES  OF  UNION  AND  CLAIRTON   STEEL 
COMPANIES  TO  THE  STEEL  CORPORATION. 


Description. 


Union  Steel 
Go.i 


Clairton  Steel 
Co. 


Total. 


Manufacturing. 
Ore 

Coal  and  coke. . 
Transportation 
Miscellaneous.. 

Total 


814,335,838 

8,467,776 

6,104,207 

1, 004, 462 

368,349 


$6,  MS,  197 

1, 176, 798 

1,365,558 

1, 093, 163 

208,844 


$21,251,a35 

9,644,574 

7,469,765 

2,097,625 

677,193 


30,280,632 


10,759,560 


41,040,192 


1  Ttiecost  of  the  Union  Steel  Company  property  liere  given  excludes  an  item  of  S579,869  for  a  minority 
interest  in  a  subsidiary  concern,  tliat  interest  not  having  been  acquired  until  1903  and  being  included  in 
the  capital  expenditures  of  that  year  given  in  Table  32,  page  280.  This  explains  the  difference  between 
the  amounts  here  given  for  the  manufacturing  properties  and  the  ore  and  those  stated  on  page  283. 


Purchase  of  Troy  Siteel  Products  Company  and  other  small 
CONCERNS. — Eeference  has  already  been  made  in  Chapter  V  to  the  ac- 
quisition bj^  the  Steel  Corporation  of  the  Troy  Steel  Products  Com- 
pan}^  and  the  Trenton  Iron  Company.  These  acquisitions  have  been 
taken  account  of  on  the  books  of  the  Steel  Corporation  through  the 
additions  to  fixed  property  given  in  Table  32.    Since  these  purchases 

^  It  may  be  noted  that  the  actual  investment  made  in  these  Clairton  properties  by  the 
original  owners  at  the  time  of  the  transfer,  as  computed  by  the  Steel  Corporation,  was 
.$17,663,287.09,  distributed  as  follows  : 

Manufacturing  plant .$10,  204,  774.  06 

Railroad 1,  00.!,  163.  61 

Coal 1,  365,  557.  95 

Iron  ore 1,  740,  042.  47 

Limestone    (credit) 1,891.41 

Town    site 210,735.52 

Total 14,  712,  282.  20 

Net  working  assets 2,  951,  004.  89 

Grand  total 17,663,287.09 

While  this  apparently  expresses  the  actual  investment  In  the  Clairton  properties  by 
the  former  owners  (this  amount  including  additions  made  only  by  incurring  certain 
indebtedness,  which,  however,  was  assumed  by  those  interests),  the  Bureau  has  deemed 
it  proper  to  consider  the  value  of  the  investment  at  the  time  of  transfer  as  fully  repre- 
sented by  the  cost  to  the  Steel  Corporation. 
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■were  made  on  a  cash  liasis  and  since  they  were  relatively  unimportant, 
they  do  not  call  for  detailed  analysis  or  criticism,  and  both  the  total 
cost  and  the  distribution  as  made  by  the  Steel  Corporation  have  been 
accepted  bj'  the  Bureau. 

It  is  worth  while,  however,  to  make  passing  reference  to  certain  cir- 
cumstances connected  with  the  acquisition  of  the  Troy  Steel  Products 
Company,  noted  on  page  '2~>(\.  The  price  paid  for  this  concern  was 
$1,100,000.  The  company  had  been  unsuccessful,  and,  in  fact,  had 
been  sold  under  reorganization  in  August,  1895.  John  D.  Roclfefeller 
and  H.  H.  Rogers,  both  of  whom  were  at  that  time  directors  in  the 
United  States  Steel  Corporation,  were  interested  in  the  Troy  Steel 
Products  Companj^  It  is  impossible  to  say  whether  their  connection 
with  the  two  concerns  had  any  influence  upon  the  purchase  or  on  the 
price  paid,  but  it  is  projoer  to  repeat  that  the  plant  had  been  idle  for 
several  j^ears  prior  to  this  transfer,  and  that  it  was  never  operated  by 
the  Steel  Corporation.  It  should  be  stated,  however,  that  the  stock- 
holders of  the  Steel  Corporation  were  specifically  advised  of  the  con- 
nection of  these  directors  with  the  Troy  concern  in  a  notice  of  a  meet- 
ing at  which  this  transaction  was  submitted  to  them,  and  that  they 
approved  the  purchase. 

The  acquisition  of  the  Trenton  Iron  Company  was  such  a  small 
matter  that  it  need  not  be  discussed  in  detail. 

Cost  or  Tennessee  Coal,  Iron  and  Railroad  Cojipany's  plants. — ■ 
As  previously  stated,  the  Steel  Corporation  in  its  reports  has  not  dis- 
tributed the  cost  of  the  Tennessee  Coal,  Iron  and  Railroad  Company 
by  the  principal  classes  of  property.  Furthermore,  in  the  official 
estimate  of  the  value  of  the  different  kinds  of  propertj-  by  the  Steel 
Corporation  as  of  January  1,  1908,  given  on  page  314,  the  property 
of  this  concern  is  not  distributed.  No  apportionment  of  this  price, 
therefore,  need  be  made  in  this  discussion.  At  the  moment  it  may 
simply  be  repeated,  as  shown  in  Chapter  V,  that  the  total  cost 
of  the  Tennessee  Coal,  Iron  and  Railroad  Company's  fixed  property 
at  the  date  of  acquisition  on  November  1,  1907,  as  entered  in  the 
Steel  Corporation's  balance  sheet  of  December  31,  1907,  was  $48,- 
961,208.83.  There  was  expended  during  the  rnonths  of  November  and 
December,  1907,  on  construction  work  on  the  Tennessee  company's 
properties,  $984,886.74,  thus  making  the  total  cost  of  the  fixed  prop- 
erty up  to  the  close  of  December,  1907,  as  carried  on  the  Steel  Cor- 
poration's balance  sheet,  $49,946,095.57. 

The  value  of  this  Tennessee  company's  property  has  been  the  sub- 
ject of  much  dispute.  It  has  been  argued,  on  the  one  hand,  that  the 
property  was  worth  much  less  than  it  cost,  and,  on  the  other,  that  the 
Steel  Corporation  acquired  this  property  at  what  was  virtually  a 
forced  sale.     The  stated  cost  of  the  fixed  property  to  the   Steel 
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Corporation  on  November  1,  1907,  of  $48,961,208.83,  was  arrived  at 
by  tlie  Corporation  as  follows : 

Table  34.— ANALYSIS  OF  COST  OF  FIXED  PROPERTY  OF  TENNESSEE  COAL, 
lUON  AXD  RAILROAD  COMPANY  TO  UNITED  STATES  STEEL  CORPORATION  AS 
OF  NOVEMBER  1,  1907. 


For  full-paid  common-stock  certificates 

Tot  common  stock  subscription  receipts,  20  per  cent  paid 


Total  paid  for  witti  bonds 

For  20  per  cent  installment  paid  Dec.  15,  1907,  on  sub- 
scription receipts 


Total  acquired  and  cost  of  the  same. 
Less,  par  of  stock  acquired 


Excess  cost  of  stock  over  par  as  computed  by 

Steel  Corporation 

Fixed  property  investment  per  books  of  Tennessee  Coal, 
Iron  and  Railroad  as  of  Oct.  31, 1907,  after  adjustments 
and  write-offs  of  SI  ,181 ,084.84  by  the  Steel  Corporation . 

Total 


Less,  balance  of  undivided  surplus  of  Tennessee  Coal, 
Iron  and  Railroad  on  Oct.  31, 1907,  remaining  after  the 
adjustments  made  by  the  Steel  Corporation 


Total  cost  as  per  United  States  Steel  Corporation's 
annual  report,  1907 


Par  value  of 
T.  C,  I.  and 

R.  R.  Co. 

common  stock 

acquired. 


529,109,515.00 
632, 656.  00 


29,742,170.00 
632, 655. 00 


30,374,825.00 


10-60  bonds  at 

par  delivered 

in  payment 

thereof. 


S34, 654, 000. 00 
753,000.00 


36,407,000.00 


35,407,000.00 


Par  value  of 
bonds  directly 
issued,  and  cost 
of  bonds  pur- 
chased, for  de- 
livery per  pre- 
ceding; also 
amount  of  cash 
payment  made. 


133,949,282.48 
735,695.16 


34,684,977  64 
'632,655.00 


36,317632.64 
30,374,825.00 


4,942,807  64 


44,037139.65 


48,979,94729 


18,738.46 


48,961,208.83 


1  Cash. 

In  explanation  of  this  table  it  may  be  noted  that  the  total  cost  of 
$48,961,208.83  is  the  book  cost  of  the  Tennessee  Coal,  Iron  and  Kail- 
road  fixed  properties,  after  certain  adjustments  made  by  the  Steel 
Corporation,  plus  the  excess  ($4,942,807.64)  paid  for  the  stock  of  that 
company  by  the  Steel  Corporation  over  its  par  value.  This  cost 
applies  only  to  fixed  properties.  The  excess  of  $4,942,807.64  is 
arrived  at  by  counting  $30,000,000  of  United  States  Steel  bonds 
directly  issued  from  the  Corporation's  treasury  at  their  par  value, 
but  counting  'the  remaining  $5,407,000  delivered  in  part  payment 
at  the  actual  cost  to  the  Steel  Corporation  in  the  open  market, 
namely,  $4,084,977.64;  a  small  amount  of  cash  ($632,65,5)  was  also 
paid  as  part  of  the  total  consideration.  It  should  be  understood, 
therefore,  tliat  the  total  cost  of  $35,317,632.64  for  the  Tennessee  com- 
l)any's  stock,  as  given  in  this  table,  is  not  a  cash  equivalent  price, 
since  the  market  value  of  the  total  bonds  deliAered  in  payment  for 
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the  stock  would  have  been  considerably  less  than  $35,317,(33'2.64r,  the 
amount  here  entered,  as  these  bonds  at  that  time  were  selling  at 
only  about  86  per  cent  of  their  par  value.  In  fact,  at  the  market 
value  of  the  bonds  issued,  the  total  consideration  was  almost  exactly 
equal  to  the  par  value  of  the  Tennessee  company's  stock  purchased. 

The  valuation  of  the  fixed  property,  as  per  the  books  of  the  Ten- 
nessee Coal,  Iron  and  Railroad  Company,  after  the  adjustments  made 
by  the  Steel  Corporation,  was  made  up  as  follows: 

Plants  and  equipment $15,  3S2,  2:>').  71 

Real   estate 2(j,  525,  143.  03 

Birmingliam  Southern  Railroad 1,  442,  0!)S.  11 

Land  and  town-site  companies 2S9,  063.  90 

Potter  Ore  Company 398,  000.  00 

Total '44,0.37,139.05 

This  book  \-aluation  of  $15,o82,234  for  the  plants,  which  does  not 
include  the  sites,  seems  rather  liberal,  and  likewise  that  of  $26,525,14-1: 
for  the  real  estate,  which  also  covers  the  extensive  mineral  lands  of 
the  company  (except  for  the  Potter  Ore  Company),  seems  high.  It 
is  true  that  the  mineral  resources  of  the  company  were  enormous, 
both  with  respect  to  ore  and  coal.  However,  the  vast  amount  of  such 
resources  in  this  region  and  the  somewhat  restricted  market  demand 
therefor  resulted  in  a  very  low  market  value  for  them,  and  it  is  a 
very  fair  question  whether  these  mineral  properties  and  detached 
real  estate  of  the  Tennessee  company  could  have  been  readily  sold 
for  cash  for  $26,500,000. 

The  price  paid  for  the  stock,  as  above  given,  namely,  $35,317,633 
(chiefly  in  bonds),  indicates  an  average  price  of  $116  per  share.  The 
book  value  of  this  stocli,  as  indicated  by  the  balance  sheet  of  October 
31,  1907,  before  the  adjustments  made  by  the  Steel  Corporation,  was 
104  per  cent  of  its  par  value.  The  stock  had  sold  on  the  New  York 
Stock  Exchange  for  some  years  at  very  considerably  above  these  fig- 
ures. For  the  two  years  prior  to  its  sale  to  the  Steel  Corporation  the 
average  price  was  about  $146  per  share.  The  stock  was,  however,  a 
very  speculative  security,  so  that  the  market  quotations  are  not  a  very 
satisfactory  guide.  Moreover,  the  price  of  the  stock  would,  of  course, 
l)e  influenced  by  intangible  considerations  which  are  not  taken  ac- 
count of  by  the  Bureau.  Nevertheless,  it  is  fair  to  consider  these 
market  quotations  in  connection  with  the  discussion  of  the  tangible 
assets.  It  appears  also  that  certain  of  the  chief  holders  of  this  stock 
who  made  the  arrangements  for  exchanging  it  for  Steel  Corporation 
bonds  stipulated  that  all  the  holders  of  this  stock  should  have  the 
privilege  of  exchanging  on  the  same  terms ;  and  it  also  appears  that 
practically  all  holders  of  this  stock  availed  themselves  of  these  terms, 

1  It  should  be  observed  tbat  this  is  not  the  cost  to  the  Steel  Corporation. 
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although  some,  at  least,  weie  under  no  financial  necessity  of  doing  so. 
It  should  be  kept  in  mind  that  the  Steel  Corporation,  by  this  ac- 
quisition, eliminated  a  competitor  of  growing  importance,  and  that 
the  price  paid  may  have  been  swelled  on  this  account. 

Taking  all  the  evidence  together,  it  seems  probable  that  while  the 
price  paid  maj-  have  somewhat  exceeded  a  fair  valuation  of  the  prop- 
erty the  discrepancy  would  not  be  of  sufficient  importance  to  call  for 
a  detailed  analysis. 

Section  4.  Total  gross  additions  to  the  investment  of  the  Steel  Corpora- 
tion, 1901-1910. 

The  original  cost  of  the  fixed  properties  of  the  three  concerns 
above  discussed  and  of  the  additions  made  directly,  as  per  Table  32, 
page  280,  are  summarized  below. 


Table  35.- 


-TOTAL  GROSS  ADDITIONS  TO  PROPERTY  OF  THE  STEEL  CORPORATION 
APRIL  1,  1901,  TO  DECEMBER  31,  1910. 


Class  of  property. 


Additions 

directly  made, 

as  per  Table  32 

(p.  280). 


Cost  of  Union 
and  Clairton 

companies,  as 

per  Table  33 

(p.  288). 


Total  before 
allowing  for 
depreciation. 


Fixed  property  (exclusive  of  Gary  and  Tennessee  Coal 
Iron  and  Railroad  Company): 

Manufacturing 

Iron  ore 

Coai  and  coke 

Transportation 

Miscellaneous  fixed  property 

Otner  assets: 

Deferred  charges 

Investments 

Sinliing  funds 

Net  current  assets 

Total 

Gary  plant  ^ 

Tennessee  Coal,  Iron  and  Railroad  Company  2 

Sundry  adjustments  s 

Grand  total 


$130,229,414 

52,449,367 

20,642,538 

72,443,404 

4,971,363 

13,243,678 

2, 128, 364 

16, 067, 666 

101,683,544 


821,251,035 

9,644,574 

7, 469, 765 

2, 097, 625 

577, 193 


lil51,480,449 
62,093,931 
34,112,303 
74,541,029 
5,548,556 

13,243,678 

2,128,364 

16,067,666 

101,683,544 


419,859,328 
69, 978, 695 
60,468,618 
3,063,694 


41,040,192 


460,899,520 
69,978,695 
60,468,518 
3,063,594 


653, 370, 135 


41,040,192 


694,410,327 


1  Includes  city  of  Gary  and  railroad  property.    Tbis  is  the  book  cost. 

2  Original  cost  to  Steel  Corporation  of  fixed  property  plus  subsequent  additions. 

3  Sundry  adjustments  not  distributed  by  classes  of  property. 

Section  5.  Depreciation  allowances  of  the  Steel  Corporation. 

As  already  made  clear,  the  additions  to  the  fixed  property  of  the 
Steel  Corporation  above  given  are  gross;  that  is,  tliey  do  not  allow 
for  depreciation  (including  exhaustion  and  obsolescence).  In  order 
to  arrive  at  the  net  investment  at  any  given  time,  therefore,  it  is 
necessary  to  consider  this  question  of  depreciation.  This  is  a  matter 
of  considerable  importance  and  one  which  is  not  readily  intelligible 
from  the  annual  reports. 
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The  Steel  Corporation  has  Avritten  off  very  large  amounts  from 
the  book  value  of  its  fixed  property.  Thus,  whereas  the  total  capital 
expenditures  on  its  fixed  property  down  to  the  close  of  1910  (ex- 
clusive of  the  original  cost  of  the  Union,  Clairton,  and  Tennessee 
Coal,  Iron  and  Railroad  purcliases)  was  $371,285,674:,  the  company 
wrote  off  from  such  property  no  less  than  $329,892,199,  or  nearly  90 
per  cent  of  the  additions. 

These  large  amounts  thus  written  off,  however,  do  not  represent 
exclusively  true  depreciation  of  the  physical  properties  of  the  Steel 
Corporation.  Instead,  a  large  part  of  these  amounts  really  represent 
arbitrary  deductions  intended  to  offset  the  inflated  valuations  at 
which  the  property  is  carried  on  the  Steel  Corporation's  books. 
(See  p.  295.) 

In  fact,  the  Corporation  itself  has  stated  that  the  amounts  written 
off  its  property  account  on  the  balance  sheet  afford  no  real  indication 
of  the  actual  depreciation  of  its  physical  properties.  The  Bureau, 
therefore,  made  a  careful  study  of  this  question  of  depreciation  with 
officials  of  the  Corporation. 

General  peincii'le  on  which  depreciation  is  cojiputed. — Before 
discussing  the  problem  in  detail  it  is  desirable  to  make  clear  the 
general  principle  which  governs  the  depreciation  charges  of  the 
Steel  Corporation  and  its  subsidiary  concerns. 

In  the  first  j^lace,  the  depreciation  and  exhaustion  charges  proper 
are  based  upon  the  original  investment  in  the  physical  properties  by 
the  constituent  concerns,  and  not  upon  their  replacement  cost.  This 
is  a  fundamentally  correct  method.  In  the  second  place,  a  distinc- 
tion is  made  between  true  depreciation  as  computed  by  the  subsidiary 
companies  on  their  book  investment  in  the  various  physical  proper- 
ties and  the  so-called  depreciation  written  off  by  the  Corporation 
itself  from  its  own  books  because  of  the  higher  values  assigned  some 
of  these  properties  on  such  books  to  offset  its  own  inflated  capitali- 
zation. For  example,  suppose  a  subsidiary  company  was  capitalized 
at  $25,000,000  but  that  the  Steel  Corporation  had  issued  its  stock 
for  this  subsidiary  company  to  the  amount  of  $50,000,000.  Under 
these  circumstances  the  property  account  of  the  subsidiary  company 
would  have  to  be  increased  on  the  books  of  the  Steel  Corporation 
in  order  to  balance  the  larger  amount  of  securities  issued  by  the  latter. 
The  subsidiary  company  would  arrive  at  its  depreciation  provisions 
on  the  basis  of  its  investment  figure  at  $25,000,000.  However,  these 
provisions  would  be  an  entirely  inadequate  allowance  for  the  Steel 
Corporation  in  respect  to  this  particular  property  because  of  the 
higher  valuation  at  which  it  carried  the  same  property.  Therefore, 
the  Steel  Corporation  must  and  does  write  off  from  its  books  further 
sums  in  addition  to  those  provided  by  the  subsidiaries;  otherwise 
it  would  not  be  conserving  its  own  capital  (or  what  it  considers  to 
be  its  own  capital) . 
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These  fui-ther  sums,  however,  assuming  that  the  provisions  of  the 
subsidiary  companies  were  properly  arrived  at,  do  not  represent  true 
depreciation  or  exhaustion  of  physical  property,  but,  instead,  are 
simply  bookkeeping  jDrovisions  necessary  to  maintain  the  nominal 
in\'estment  of  the  Steel  Corporation  intact.  In  other  words,  they 
amount  to  writing  down  water  in  the  Steel  Corporation's  capitali- 
zation, ^^^lile  this  procedure  is  eminently  proper,  and  in  fact  de- 
sirable from  the  Steel  Corporation's  standpoint,  accepting  its  organi- 
zation on  the  basis  actually  followed,  these  further  sums  should  be 
disregarded  in  the  Bureau's  calculation,  which  is  expressly  aimed  to 
establish  an  investment  which  would  exclude  the  water  as  well  as 
intangible  considerations.  A  part  of  these  further  provisions  is  in 
the  form  of  sinking  funds  of  the  Steel  Corporation's  own  bonds,  but 
a  considerable  part  is  written  off  the  property  account  from  surplus. 

So  far  as  the  amounts  written  off  for  bond  sinking  funds  are  con- 
cerned, it  is  apparent  that  these  have  no  necessary  correspondence 
to  depreciation  requirements,  since  the}'  are  usually  governed  by  the 
terras  of  the  indentures  and  can  be  considered  as  representing  depre- 
ciation only  on  the  ground  that  the  amounts  otherwise  provided  are 
not  sufficient.  The  Steel  Corporation's  sinking-fund  provisions  are 
admittedly  not  necessary  to  provide  for  depreciation  in  the  value  of 
the  physical  property.  The  sinking-fund  provisions  of  some  of  the 
subsidiary  companies,  however,  may  for  convenience  be  treated  as 
the  equiA'alent  of  depreciation,  although  not  necessarily  such  in 
principle. 

The  book  value  of  the  various  properties  in  the  Steel  Corporation's 
accounts  is  not  itemized  in  such  a  way  as  to  show  the  valuations  as- 
signed particular  properties  or  classes  of  property;  therefore,  the 
property  account  of  the  Steel  Corporation  can  not  be  compared  in 
detail  with  the  property  accounts  of  the  several  constituent  concerns. 
However,  practically  the  entire  excessive  or  increased  valuation  of 
the  property  as  entered  on  the  Steel  Corporation's  books  to  balance 
its  capitalization  may  be  regarded  as  applicable  to  natural  resources, 
particularly  ore  and  coal.  This  is.  indeed,  admitted  by  the  Steel 
Corporation  itself.  Moreover,  this  is  indicated  by  the  valuations  of 
the  various  properties  as  shown  in  the  Hodge  suit,  and  also  in  the 
Corporation's  1907  appraisal,  discussed  subsequently.  That  is  to  say, 
the  properties  other  than  natural  resources  are  carried  on  the  Steel 
Corporation's  books  at  approximately  correct  valuations  and,  there- 
fore, the  depreciation  provisions  of  the  subsidiary  companies  for 
these  classes  of  property  do  not  have  to  be  increased  by  the  Steel 
Corporation  itself,  but,  in  the  case  of  the  natural  resources,  the  Steel 
Corporation  must,  because  of  the  inflated  valuations  at  which  it  car- 
ries these  properties,  write  off  further  so-called  depreciation  allow- 
ances in  addition  to  those  made  hy  the  subsidiary  concerns.     Fol- 
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lowing  is  a  statement  by  an  official  of  the  Steel  Corporation  on  this 
point: 

The  several  subsidiary  companies  have,  except  as  to  iron  ore 
and  fuel,  been  charging  out  dejDreciation  in  their  own  accounts 
on  basis  of  the  values  placed  upon  all  of  the  various  classes  of 
property  as  listed  in  the  Corporation's  appraisal  of  January  1, 
19flS.  These  valuations  are  in  all  cases  the  original  construction 
cost  (estimated  if  actual  not  known)  of  the  improvements  or 
other  property  subject  to  depreciation.  In  respect  of  iron  ore 
and  fuel,  the  subsidiaries  have  charged  depreciation  on  basis 
only  of  their  own  respecti^•e  investments  in  those  properties. 

On  the  foregoing  basis,  therefore,  the  subsidiary  companies 
have  been  charging  sufficient  depreciation  to  cover  the  exhau-stion 
transpiring  in  the  capital  investment  as  represented  in  the  Steel 
Corporation's  appraisal  of  1908,  except  as  to  the  two  classes  of 
property  named,  viz,  iron  ore  and  fuel.  Now,  this  difference, 
i.  e.,  the  difference  between  the  depreciation  charged  out  by  the 
subsidiaries,  and  the  pro  rata  depreciation  which  should  be 
charged  out  on  basis  of  the  investment  as  represented  by  the  par 
of  Steel  Corporation  stock  and  bonds,  is  covered  lay  the  charge 
for  Ijond  sinking  fund  on  United  States  Steel  Corporation 
bonds  made  by  the  latter  company  in  its  own  accounts.  As  the 
depreciation  charges  made  by  the  subsidiaries  are  based  upon 
investment  valuations  for  all  properties  as  represented  in  Steel 
Corporation's  appraisal,  except  as  to  ore  and  fuel,  it  follows 
that  the  depreciation  allowances  made  by  United  States  Steel 
Corporation  jDroper  in  its  own  accounts  through  bond  sinking 
fund  charges,  must  cover  the  depreciation  taking  place,  through 
exhaustion,  in  the  appreciated  values  for  ore  and  fuel  as  repre- 
sented by  the  difference  between  the  investment  in  those  classes 
of  property  per  the  books  of  the  subsidiary  companies  and  the 
value  thereof  as  represented  in  United  States  Steel  Corporation 
securities. 

Since,  however,  as  just  stated,  the  Bureau  is  considering  the  actual 
in\estment  and  not  the  inflated  investment  shown  on  the  books  of  the 
Steel  Corporation,  no  further  attention  need  be  paid  to  these  so- 
called  additional  depreciation  provisions  made  by  the  Steel  Corpora- 
tion itself,  which,  as  just  stated,  are  practically  equivalent  to  writing 
down  the  water  in  its  capitalization.  The  provisions  made  by  the 
subsidiary  companies  themselves  may  now  be  taken  up.  In  doing 
this  it  will  be  convenient  to  discuss  briefly  the  provisions  for  the 
maintenance  and  improvement  of  the  Corporation's  properties  as  a 
whole.  These  provisions  fall  under  four  general  classes — (1)  ordi- 
nary maintenance  and  repairs;  (2)  extraordinary  replacements;  (3) 
depreciation  and  exhaustion  alloAvances;  (4)  new  construction  and 
capital  expenditures. 

Oedixart  jiaintexaxce  and  repairs. — The  expenditures  for  ordi- 
nary maintenance  and  repairs  were  defined  by  the  Corporation  as 
follows : 

Charges  to  "  repairs  "  comprehend  expenditures  incurred  in 
Ivceping  in  repair  all  operating  machinery  and  equipment;  also 
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cost  of  replacing  broken  and  worn-out  parts.  In  the  case  of  a 
billet  mill,  it  would  include  repairs  to  heating  furnaces,  soaiung 
pit-^  charging  and  drawing  cranes  and  machinery ;  engines,  roll 
trains  and  roll  tables,  ingot  buggies,  shears,  shear  tables,  mill 
cranes,  and  hydraulic  machinery;  motors  and  electrical  ma- 
chinery; scales,  scrap  conveyers,  etc.;  in  short,  all  cost  of  re- 
pairing and  maintaining  the  so-called  "  active  "  portion  of  the 
manufacturing  equipment. 

Charges  to  "  maintenance,"  on  the  other  hand,  are  restricted 
to  the  parts  of  a  mill  which  are  less  directly  involved  in  the 
product  of  a  mill,  or  at  least  are  not  influenced  to  the  same 
extent  by  the  output.  Maintenance  charges  might  be  high  in  a 
month  when  but  little  product  is  made.  The  account  includes 
cost  of  repairing  and  maintaining  mill  buildings  and  roofs, 
trestles,  tracks,  track  scales,  fences,  sidewalks,  cleaning  and 
keeping  yards  and  roadways ;  repairs  and  maintenance  of  sewers 
and  gas  mains,  subways  and  viaducts.  It  also  includes  all  cost 
of  appliances  for  fire  protection  and  the  cost  of  operating  these. 
There  is  also  this  difference  between  the  "  repair  "  and  "  main- 
tenance "  account,  namely,  that  the  latter  includes  charges  in 
the  nature  of  maintaining  yards,  fences,  roadways,  buildings, 
etc.,  which  are  general  to  the  entire  plant,  while  "repairs"  are 
ahvays  specific:  in  fact,  for  short,  we  frequently  distinguish  the 
one  as  "  product  repairs  "  and  the  other  as  "  general  repairs." 

From  this  statement  it  would  appear  that  the  ordinary  maintenance 
and  repair  expenditures  alone  go  far  toward  maintaining  the  prop- 
erty in  a  state  of  efficiency.  This  is,  moreover,  indicated  by  the  ?ize 
of  these  expenditures,  which  for  the  ten-year  period  aggregate, 
roughly,  $i!.-.0.000,000  (1901  figures  being  estimated,  at  $14,000,000, 
because  exact  data  have  never  been  compiled),  as  follows: 

Table  :!G— .VNXU.\L  EXPENDITT'ItES  OF  UNITED  ST.VTES  STEEL  COErORATION 
FOR  ORDINARY  MAINTENANCE  AND  REPAIRS,  UY  CLASSES  OF  PROPERTY, 
1901-1910. 


Year. 

Manufactur- 
ing prop- 
erties. 

Iron-ore 
properties. 

Coal  and 
coke  prop- 
erties. 

Railroads. 

Steamships 
and  docks. 

Miscella- 
neous fixed 
properties. 

Total  all 
properties. 

'  514,000,000.00 

$16,099,217.94 
16,046,276.00 
12,857,738.82 
16,661,943.49 
20,648,213.19 
23,266,791.26 
15,991,141.20 
21,504,281.07 
25,147,444.00 

$355,220.12 
299,204.79 
209,475.11 
274, 443.  75 
292, 086.  71 
438,110.66 
672,405.87 
716,816.92 
896, 723. 29 

$881,804.77 
967,  705.  49 
983,389.61 
1,472,450.67 
1,463,769.13 
1,527,545.74 
1.740,563.61 
2,238,858.40 
2, 408, 665.  74 

$3,544,664.27 
•3,989,669.49 
3, 679.  735.  90 
4,898,956.24 
6,137,244.71 
7,863,446.76 
6,049.275.69 
7,591,806.24 
8,337,563.23 

$313,801.37 
389,368.61 
291,103.24 
532.412.13 
640,063.34 
740,458.53 
628,  927.  20 
633,221.36 
690,526.07 

$35,519.66 
153,190.00 
134, 055.  75 
136,423.20 
145,543.36 
195,340.39 
168,861.13 
216, 490.  87 
291,957.89 

21.230,318.13 

21,845,413  38 

18,155,498.43 

1905     

23, 976, 629. 38 

1906 

29  316,910.44 

1907 

34,021,693.24 

1908 

32,801,47186 
38  77'"'  880  '"'2 

1910       

1 901-1910 .... 
1901-1907.... 

168,213,046.97 
105,670,179.70 

4,064,487.12 
1,868,541.04 

13,674,743.06 
7,286,666.31 

53,092,362.53 
30, 113, 707.  37 

4,759,881.85 
2,907,207.22 

1,477,372.25 
800, 072. 36 

259,271.882.78 
162,546,363.00 

1  Figures  for  1901  liave  never  been  compiled,  but  have  been  estimated  at  $14,000  000  for 
all  classes  of  property. 
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The  expenditures  for  ordinary  maintenance  and  repairs  on  the 
Tennessee  Coal,  Iron  and  Railroad  properties  during  the  three  years 
1908-1910,  which  are  included  in  the  above,  were  as  follows: 

Manufacturing 1 $3,  560,  084 

Iron  ore 825,367 

Coal  and  coke 1,  656,  935 

Railroad 745,881 

Miscellaneous 74,038 

Total 6,  803,  805 

ExTEAORDiNART  REPLACEMENTS. — The  nature  of  the  extraordinary 
replacement  and  renewal  funds  is  indicated  by  the  following  state- 
ment taken  from  the  Corporation's  annual  report  for  1904,  regarding 
the  funds  maintained  for  such  expenditures : 

These  funds  arc  used  to  improve,  modernize,  and  strengthen 
the  pi'operties.  They  are  not  used  for  ordinary  maintenance, 
repairs,  and  renewals  (such  expenses  are  included  in  current 
operating  costs),  but  for  the  rehabilitation  of  departments  and 
plants  through  entire  rebuilding  or  rearrangement,  the  instal- 
lation of  labor-saving  devices,  and  tlie  substitution  of  improved 
and  modern  machinery,  equipment,  facilities,  etc.,  for  obsolete 
types,  etc.  They  are  designed  to  provide  for  the  current  depre- 
ciation and  obsolescence  which  is  constantly  taking  place  in  the 
physical  condition  of  a  property,  but  can  not  be  definitely  cared 
for  Ijy  replacement  or  substitution  from  year  to  year. 

The  expenditures  for  extraordinary  replacements  are  essentially 
depreciation  charges.  They  are  not,  however,  exclusively  so,  be- 
cause in  some  instances  a  portion  of  the  amount  so  expended  repre- 
sented net  capital  additions  to  the  property.  The  expenditures  for 
blast-furnace  relining,  Avhich  are  charged  directly  into  the  cost  of 
operation  through  a  stated  allowance  per  ton  for  every  ton  of  pig 
iron  produced,  may  also  be  considered  in  the  nature  of  depreciation. 

Depreciation  and  extinguishjiext  fund. — A  further  part  of  the 
provisions  for  depreciation  and  exhaustion  (more  especially  the 
latter)  is  made  through  what  is  known  as  the  "  depreciation  and 
extinguishment  fund."  Certain  amounts  are  set  aside  from  the  earn- 
ings to  this  fund  each  year.  Such  provisions  are  intended  chiefly  to 
represent  the  exhaustion  of  natural  resources,  like  ore,  coal,  and  nat- 
ural gas.  A  very  small  part  may  represent  depreciation  of  other 
property.  The  expenditures  from  this  fund  are  not,  however,  neces- 
sarily applied  to  the  replacement  of  such  properties,  but  may  be 
used  for  any  purpose  to  which  the  Corporation  sees  fit  to  apply  them. 

Other  depreciation  provisions.— In  addition  to  these  provisions 

for  extraordinary  replacements,  the  Steel  Corporation  provides  for 

a  certain  amount  of  depreciation  through  the  bond  sinking  funds  of 

subsidiary  companies.     While,  as  already  stated,  the  retirement  of 
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bonded  debt  through  sinkmg  funds  does  not  necessarily  have  any 
relation  to  the  depreciation  of  property,  for  convenience  it  may  be 
assumed  that,  in  the  absence  of  sufficient  depreciation  charges  through 
other  means,  amounts  so  set  aside  for  tlje  redemption  of  bonds  are 
equivalent  to  allo-n-ances  for  depreciation.  This  is  the  view  taken  by 
the  Steel  Corporation  Avith  respect  to  the  sinking-fund  operations  of 
several  of  its  subsidiary  companies,  and  it  has  been  accepted  by  the 
Bureau,  in  the  main,  so  far  as  these  companies  are  concerned,  for  the 
practical  reason  of  convenience.  It  should  be  emphasized,  however, 
that  the  Bureau  is  not  indorsing  the  principle  that  the  redemption  of 
Ijonds  through  sinking  funds  afifords  any  real  measure  of  the  true 
depreciation  of  the  property. 

The  expenditures  for  ordinary  maintenance  and  repairs  are  charged 
directly  into  the  cost  of  production.  This,  as  just  stated,  is  also  true 
of  the  provisions  for  blast-furnace  relining.  The  provisions  for 
extraordinary  replacements  and  renewals  likewise  are  charged  by  the 
Corporation  to  earnings  and  are  not  capitalized.^ 

The  capital  expenditures  Ijy  the  Corporation,  which  are  designated 
as  "  construction  expenditures,"  are  over  and  above  these  other  charges. 

Section  6.  Analysis  of  the  depreciation  allowances  of  the  Corporation. 

The  total  provisions  for  de23reciation,  exhaustion,  and  obsolescence 
made  by  the  Steel  Corporation's  subsidiary  companies  during  the 
period  1901-1'.)10 — thi.s  not  including,  for  reasons  already  explained, 
the  arbitrary  amounts  written  off  by  the  Steel  Corporation  itself, 
nor  the  provisions  for  sinking  funds  for  the  Corporation's  OTvn 
bonds — were  $1^41,295,-177-;  this  includes  blast-furnace  relining  pro- 
visions of  $10,."»69,(;30.  The  great  bulk  of  the  total  represents 
amounts  set  aside  from  earnings  to  the  various  funds  above  discussed, 
particularly  the  extraordinary  replacement  fund,  the  depreciation 
and  extinguishment  fund,  and  the  bond  sinking  funds  of  subsidiary 
companies;  in  a  few  instances  there  were  special  provisions  in  addi- 
tion to  these. 

The  amounts  thus  j^rovided  by  even  the  subsidiary  companies  them- 
selves, however,  exceeded  in  some  cases  the  necessary  allowance  for 
depreciation  and  exhaustion  of  the  physical  properties.  This  is  ad- 
mitted by  the  Steel  Corporation  itself.  In  the  aggregate  it  was 
decided  after  discussion  with  the  Corporation  that  substantially 
$38,285,000  of  the  amounts  thus  provisionally  set  aside  was  unneces- 
sary.    In  order  to  arrive  at  a  corrected  or  true  total  of  the  estimated 


'  In  one  or  two  instances,  certain  amounts  expended  from  tlie  extraordinary  replacement 

funds   liave   been    devoted    to   new   construction.      Sucli    instances    have   been    d   1  '   taken 

account  of  by  the  Bureau. 

2  The  total  does  not  include  an  item  of  .i!:i8.5.1.si  representing  intere«i    ,., 
.....  f  e  ^"ueiesi  on  various  depre- 

ciation funds.  ^ 
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physical  depreciation,  exliaustion,  and  obsolescence  of  the  physical 
properties  it  is  necessary  therefore  to  deduct  this  excess  from  the 
total  of  $L'il,L^!>5,4TT  above  given.  This  is  done  in  the  following 
table,  which  gives  the  total  provisions  from  all  sources  for  deprecia- 
tion, exhaustion,  and  obsolescence  liy  classes  of  property,  and  also  the 
blast-furnace  relining  provisions  and  expenditures.  In  the  second 
column  are  given  those  portions  of  the  amounts  thus  provisionally 
set  aside  which  have  been  designated  as  unnecessary  and  excessive. 
The  third  column  (wliich  represents  the  difference  between  the  pro- 
visional amounts  as  stated  in  the  first  column  and  the  excessive 
amounts  given  in  the  second  column)  shows,  therefore,  the  ai)i)roxi- 
mate  true  depreciation  and  obsolescence  of  the  various  classes  of 
property.  The  fourth  column  shows  the  amounts  actually  expended 
on  these  properties  during  this  interval  to  make  up  such  depreciation 
and  exhaustion,  and  the  fifth  column  shows  the  unrestored  balance, 
which,  therefore,  represents  Avhat  may  be  termed  the  "  net  accrued,"' 
or  net  outstanding,  depreciation  at  the  close  of  the  ten-year  period. 

Table  :!7.— KKVISION  OF  DEPRECIATION  AXD  OBSOLESCENCE  CHAUGES  OF  SUB- 
SIDIARY COMPASIES  OF  THE  UNITED  ST.VTES  STEEL  CORPORATION,  mOl- 
1910. 

[These  figures  do  not  include  certain  provisions  by  tlir  Steel  Corporation  itself  for  so-called 
depreciation,  but  wliich  really  arr  not  depreciation.     See  text.] 


Total  amount 
provided 
from  all 
sources  for 
depreciation 
and  obsoles- 
cence. 


A.  PROPERTIES  OTHER  THAN  THOSE 
OF  THE  TENNESSEE  COAL,  IRON 
AND  RAILROAD  COMPANY. 

Mannfacl tiring  properties: 

1901  lamonths) 

1902 

1903 

1904 

1905 

1906 

1307 

1908 

1909 

1910 


54.02.5,950 
15,21.5,425 
7,320,581 
5,871,2.55 
8,725,057 
16,066,067 
14,171,770 
8,426,136 
12,485.59.3 
12.697,193 


Total. 


105,005.627 


.Vmounts  ex- 
eluded  as 
excessive. 


'$1,600,000 
7,000,000 
'850.000 
'900,000 


6,000,000 
3,850,000 

700,000 
.  690,000 

590, 000 


15,580,000 


Estimated 
true  depre- 
ciation. 


85,525,950 

8.215.425 

8.170,581 

6,771,255 

8,725,657 

10,066,067 

10,321,770 

7, 726, 136 

11,795,593 

12,107,193 


Amoant 
made  good 
by  expendi- 
tures not 
capitalized. 


$3, 


354,107 
730,370 
816,197 
2S9,0S2 
372.244 
916,165 
844,162 
169.048 
988,293 
819,576 


Net  out- 
standing 
depreeia- 

tion. 

(See  Table 

38.1) 


82,171,843 

2,485,055 

354, 384 

1,482,173 

1,353,413 

'1,810,098 

'U2.rii:! 

6. 807, .300 
7,2.87,617 


89,425,62; 


74.299,244  ;     15,120,383 


1  These  amoimts  do  not  necessarily  repres?nt  an  actual  net  loss  in  the  values  of  the  plants  as  indicated 
by  their  op:?ra)  ing  efficiency.  They  are  presumed  to  cover  both  the  loss  in  value  which  may  have  accrued 
from  that  source,  plus  an  allowance  for  obsolescence. 

'  Amount  added  to  cover  i-M  imated  deficiency  for  each  year  in  original  provisions. 

'Net  additions  not  capitalized  over  and  above  true  depreciation. 


300 


THE    STEEL   INDUSTRY. 


Table  37.— REVISION  OF  DEPRECIATION  ANIi  OBSOLESCENCE  CHARGES  OP  SUB- 
SIDIARY COMPANIES  OF  THE  UNITED  STATES  STI:EL  CORPORATION,  1901- 
1910 — ContirniPd. 


Total  amount 
provided 
from  all 
sources  for 
depreciation 
and  obsoles- 
cence. 


A.  PROPERTIES  OTHER  THAN  THOSE 
OF  THE  TENNESSEE  COAL,  IRON 
AND  RAILROAD  COMPANY — COn. 

Manufaoturlng  properties — Con. 
Blast-furnace  relining — 

1901  (9  months)-. 

1902.... 

1903 

1904 

1905 

1906 

1907 


1909. 
1910. 


Total  relining 

Total  manufacturing. 


Iron-ore  and  timber  properties: 

1901  (9  months) 

1902 

1903 

1904 

1905 

1906 

1907 

1908 

1909 

1910 


Total. 


Coal  and  coke  properties; 

1901  (9  months) 

1902 

1903 

1904 

1905 

1906 

1907 


1909. 
1910. 


S800, 000 
1.217,363 
3, 439, 471 
1,270,959 
2,016,744 
2,345,586 
2,267,212 
1,. 347, 525 
2,314,331 
2,n,S.5,235 


19,134,426 


124,140,053 


1,524,236 
3,117,296 
2,669,994 
1,9:!,S,914 
3,271,256 
3,410,383 
4,750,147 
2,790,113 
3,729,714 
3,691,444 


30,893,497 


874,516 

l,,'<li."),592 
1,515,451 
2,120,942 
3,4LS,  ISI 
3,i:W,9',K 
2,914,052 
1,712,7X,5 
2,(j,S2,lS0 
2,57,s,  2S9 


Amounts  ex- 
cluded as 
excessive. 


Estimated 
true  depre- 
ciation. 


Amount 
made  good 
by  expendi- 
tures not 
capitalized. 


'180,000 
2,000,000 
'200.000 


17,IWII.000 


S920, 000 
1,427,363 
1,439,471 
1,470,959 
2,016,744 
2,345,586 
2,267,212 
1,347,525 
2, 314,. 331 
2,085,235 


17,ta4,42li 


$743,000 
1,245,583 
2,672,058 
1,413,022 
801,902 
1,177,017 
1,480,310 
2,127,910 
1,028,108 
1,930,355 


Net  out- 
standing 
deprecia- 
tion. 
(See  Table 
38.1) 


14,619,2IH 


$177,000 

181,780 
»/,«S2,587 

57,537 
1,214,842 
1,168,569 

786,902 
'7m,Sil 
1,286,223 

154,880 


3,015,161 


1,524,236 
2,517,296 
2,669,994 
1,938,914 
3,271,256 
3,410,383 
4, 750. 147 
2,790,113 
3,729,714 
3,691,444 


200. 000 
'SO,  000 
100, 000 
.'il  II  1, 000 
300, 000 
250, 000 


30,293,497 


I'ot^'I I      22, 820, 986 


1,600.000 


874,516 
1,665.592 
1,565,451 
2,020,912 
2,61,S,1M 
2,838,998 
2,604.0.")2 
l,712,7x.-) 
2,682,180 
2,578,289 


21,22n.9,S(l 


8,918,509       18,141,544 


212,020 

152,.S2.s 
316,402 
312,038 
42.S,  142 
379,820 
216.820 
326, 94(1 


1,524,236 
2,517296 
2,457,974 
1,786,086 
2,954,854 
3,098,345 
4,322,005 
2,410,293 
3,512,894 
3,364,498 


2,345,016 


96, 941 
194.132 
676, 0,s-. 
1 , 304, 679 
1,171,422 
773,550 
593, 629 
3H5,115 
339,112 


5.534,665 


■,948,481 


874,516 
1,, '168,651 
1,371,319 
1,344.837 
1,313,502 
1,667,576 
1,890,502 
1,119,156 
2,297,065 
2.239,177 


15,686,321 


'These  amounts  do  not  necessarily  represent  an  actual  net  loss  in  the  v.nlnpo  nrn,„«i     ^        .    j.    .  j 
by  their  operating  emcicncy.     They  are  presumed  to  cover  both  th,  ,o,s^  in  vie  wUohf  °     " 
from  that  source,  plus  an  allowance  for  ohsoh'xcnm.  »"ui.ii  i 

lt'^'"',^lf^'"^  *°  ''°™'"  ^'^t™^"'^  deficiency  for  rach  year  in  original  provisions 
".Net  additions  not  capitalized  over  and  above  true  depreciation. 


1  may  have  accrued 
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Table  ^7.— REVISION  OF  IiKrKKriATION  AND  OBSOLESCENCE  CHARGES  OF  SUB- 
SIDIARY ((IMPAMES  OF  THE  T'NITED  STATES  STEEL  CORPORATION,  1001- 
1010 — Continucil. 


Total  amount 
provided 
from  all 
sources  for 
depreciation 
and  obsoles- 
cence. 

Amounts  ex- 
cluded as 
excessive. 

Estimated 
true  depre- 
ciation. 

Amount 
made  good 
by  expendi- 
tures not 
capitalized. 

Net  out- 
standing 
deprecia- 
tion. 
(See  Table 
38.1) 

A.   PROPERTIES  OTHER  THAN  THOSE 
OF    THE    TENNHSSKH  f OAL,  IRON 
AND  RAILROAD  CdMrvNY— COn. 

Railroads: 

1901  (9  months) 

.?2, 031, 257 
2,206,246 
2,466,873 
2,402,210 
4,904,126 
4,655,510 
5, 654, 881 
3,894,288 
4,337,802 
5.421,371 

.?100,000 

347,272 

677,792 

453, 835 

2,460,088 

l,791,.i,SX 

2,436,572 

1,088,543 

1,266,460 

716,  .348 

11,931,257 
1,858,974 
1,789,081 
1,948,375 
2,444,038 
2,864,122 
3,218,309 
2,805,745 
3,071,342 
4,705,023 

196,603 

360, 695 

972,169 

76,119 

1,854,027 
707,321 

1,658,082 
81,951 
969,821 
886, 789 

$1,834,654 
1,498,279 

816, 912 
1,872,256 

590,011 
2,156,801 
1,560,227 
2, 723,  794 
2,101,521 
3,818,234 

1902 

1903 

1904 

1905 

1906 

1907 

1908 

1909 

1910 

Total 

37.974.564 

.  =  11,338,298 

26,6.36,266 

7,663,577 

> 18, 972, 689 

Steamships: 

451,161 

919,976 

574, 687 

749, 901 

1,907,567 

1,069,720 

830, 562 

743,401 

1,364,684 

1,085,789 

'176,000 
175, 000 

626,161 

744,976 

574, 687 

749,901 

1,907,567 

1,069,720 

830,562 

743,401 

1,364,584 

,    1,085,789 

76,756 
192,  .318 
481,672 
197,982 
784,044 
1,631,510 
190,565 
299,038 
554, 619 
706,619 

549,405 

552, 658 

93,015 

551,919 

1,12.3,523 

'i  661,790 

639,997 

444,363 

809,965 

379,170 

1902 

1903 

1904 

1905 

1906 

1907 

1908 

1909 - .-... 

1910 

Total 

•9,697,348 

9,697,348 

5,115,123 

4,582,225 

Miscellaneous  fixed  properties:' 
1901  (9  months) 

74,248 
386.186 
338,882 
482,525 
974,440 
1  168  79Q 

i  70,000 
< 80,000 
<  90,000 
i  86,000 
220,000 
loi;  nf\n 

144,248 
466, 186 
428,882 
567,525 
754,440 

144,248 
412,574 

1902.    .. 

53,612 

13,738 

35,587 

228,764 

892,048 

190.3 

1904 

631,938 
525,676 

1905 

1906 

1  These  amounts  do  not  necessarily  represent  an  actual  net  loss  in  the  values  of  the  plants  as  indicated 
by  their  operating  elBciency.  They  are  presumed  to  cover  both  the  loss  in  value  which  may  have  accrued 
from  that  source,  plus  an  allowance  for  obsolescence. 

2  Of  this  total  of  jn,338,298  the  sum  of  54,148,955  is  the  estimated  excess  aUowance  for  amortization  of 
Investment  account  Duluth,  Missabe  &  Northern,  Duluth  &  Iron  Range  Railroad,  and  St.  Clair  Terminal 
Railroad  Co.;  the  balance  represents  allowances  made  for  additions  and  betterments. 

3  This  balance  of  $18,972,689  includes  $6,712,612  of  allowances  for  amortization  account  investment  in 
Duluth,  Missabe  &  Northern  and  Duluth  &  Iron  Range  Railroad;  the  corporation  contends  that  no  actual 
diminution  of  property  values  to  this  extent  has  thus  far  taken  place. 

'  Amount  added  to  cover  estimated  deficiency  for  each  year  in  original  provisions. 
'  Net  additions  not  capitalized  over  and  above  true  depreciation. 

«  This  total  includes  $1,844,414  of  credits  for  receipts  from  sale  of  boats  and  allowances  for  values  of  boats 
lost. 
'  Includes  miscellaneous  docks;  in  Table  38  such  docks  are  included  under  transportation. 
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Table  37.— EEVISION  OF  DEPRECIATION  AND  OBSOLES^^:^'CE  CHARGES  OP  SUB- 
SIDIARY COMPANIES  OF  TOE  UNITED  STATES  STEEIj  CORPORATION,  1001- 
I'.ilO — Continued. 


Total  amount 
provided 
from  all 
sources  for 
depreciation 
and  obsoles- 
cence. 

Amounts  ex- 
cluded as 
excessive. 

Estimated 
true  depre- 
ciation. 

Amount 
made  good 
by  expendi- 
tures not 
capitalized. 

Net  out- 
standing 
deprecia- 
tion. 
(See  Table 
38.1) 

A.  TROPERTIES  OTHER  THAN  THOSE 
OF  THE  TENNESSEE  COAL,  IRON 
AND  RAILROAD  COMPANY— Con. 

Miscellaneous  fixed  properties — 
Continued. 
1907                                   

S934,291 
180,892 
344,821 
360,883 

$80,000 

^100,000 

25,000 

'M,000 

S,S.54,291 
280, 832 
319, S21 
386,883 

$555,877 
57,620 
&S,072 
193,395 

$298,414 

1908 

1909                   

231  749 

1910 

192,488 

Total 

5,245,967 

5,245,967 

2,118,713 

3  r^7  ^54 

Summary,   exclusive  of   Tennessee 
Coal,   Imn  and    Kaitroad    prop- 
erties. 

106,005,627 
19,134,426 

15,580,000 
1,500,000 

89,42.5,627 
17,634,426 

74,299,244 
14,619,265 

15,126,383 
3,015,161 

Blast-fumace  relining      

Total  manufacturing 

124T40,063 
30,893,407 
22,820,986 
37,974,564 
5  9,697,348 
5,245,967 

7,607,059 

17,080,000 

600,000 

1,600,000 

5  11,338,298 

107,060,063 

30,293,497 

21,220,986 

26,636,266 

9,697,348 

5,245,967 

88,918,609 
2,345,016 
5,634,666 
7,663,577 
6,116,123 
2,118,713 

18,141,544 

27,948,481 

15,686,321 

<  18, 972, 089 

Iron  ore  and  timber  properties 

Railroads 

4, 582, 225 

3,127,254 

Special  allow?nce  in  1903  used  to 
cover  construction 

7  f.(17  059 

238,439,474 

38,2S.5,337  |     200,154,117 

111,695,603  1     ."^S.  4.iS.  514 

B.   TENNESSEE  COAL,  IRON  AND 
RAILROAB  COMPANY. 

1907  (2  months,  November  and 
December) 

47,995 
232, 688 
360,263 
490, 126 

47,995 
232,688 
360,263 
490,126 

32,174 
348. 077 
411,382 
261,372 

16,821 

1908 

1909 

1910 

■log  754 

Total 

1,131,072 

1,131,072 

1  These  amounts  do  not  necessarily  represent  an  actual  net  loss  in  the  values  of  the  plants  as  Indicated 
by  their  operating  eindency.  They  are  presumed  lo  cover  both  the  loss  in  value  which  may  have  accrned 
from  that  source,  plus  an  allowance  for  obsolescence. 

2  Amount  added  to  cover  estimated  deficiency  for  each  year  in  original  provisions. 

3  Of  this  total  of  .?11,338,208  the  sum  of  $4,148,965  is  the  estimated  excess  allowance  tor  amortization  of 
investment  account  Duluth,  Missal  »■  &  Northern,  Duluth  &  Iron  Range  Railroad,  and  St.  Clair  Terminal 
Railroad  Co.;  the  balance  represents  allowances  made  for  additions  and  betterments. 

'  This  balance  of  Sls,ii72,i;S!i  includes  86.712,612  of  allowances  lor  amortization  account  investment  in 
Duluth,  Missabe  &  Northern  and  Duluth  &  Iron  Range  Railroad;  the  corporation  contends  that  no  actual 
diminution  of  property  values  to  this  extent  has  thus  far  tal^en  place. 

5  This  total  includes  .Sl,844,414  of  credits  for  UTr-inis  from  sale  of  boats  and  allowances  for  values  of  boats 
1,-^st. 

•5  Net  additions  not  capitalized  over  and  above  true  depreciation. 
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Table  :;7.— REVISIOX  OF  DErRECIATIOX  AND  OBSOLESCENCE  CHARGES  OP  SUB- 
SIDIARY COJir.WIKS  (II'  THE  UNITED  STATES  STEEL  CORPORATION,  1901- 
l!il(i— Continiiecl. 


Total  amount 
provided 
from  all 
sources  for 
depreciation 
and  obsoles- 
cence. 

Amounts  ex 
eluded  as 
excessive. 

Estimated 
true  depre- 
ciation. 

Amount 
made  good 
by  expendi- 
tures not 
capitalized. 

Net  out- 
.standing 
deprecia- 
tion. 
(See  Table 
38.') 

B.     TENNESSEE    COAL,    IRON     AND 
EAILKOAD  C0MPANY~C0n. 

Manufacturing  properties — Con. 
Blast-furnace  relining— 
1907  (2  months,  November  and 

$15,929 

$15,929 
111,690 
139,289 
168,302 

$1,665 
49,881 
172,807 
115,664 

$14,264 

61,809 

2SS  518 

1308 

1909.. 

139, 2S9 
168,302 
435,210 

1910 

52,638 

Total 

435,210 

340,017 

93,193 

1,566.282 

1,566,282 

1,393,022 

173,260 

Iron  ore: 

1907  (2  months,  November  and 

13,039 
93, 700 
109,493 

79,252- 

• 

13,039 

93,700 

109, 493 

79,252 

4,383 

5,084 

10,443 

26,241 

8,456 
88,616 
99,050 
53,011 

UDS 

1909 

1910 

Total 

293,484 

295,484 

46,351 

249,133 

Coal  and  coke: 

1907  (2  months,  November  and 

44,030 
213,584 
236,192 
216,371 

44,030 
213,584 
236,192 
216,571 

6,031 
20,541 
123,027 
160,403 

37,979 
193,043 
113,165 

36,168 

1908 

1909 

1910 

Total 

710,377 

710,377 

310,022 

400,353 

Railroad : 

1907  (2  months,  November  and 
December) 

25,143 
33,416 
79,673 
60,628 

25,143 
53,416 
79,673 
60,628 

375 

701 

71,132 

11,240 

24,768 
52,715 
8,341 
49,  .388 

1908 

1909 

1910 

Total 

218,  SGO 

218,860 

83,448 

133,412 



Miscellaneous  fbced  properties:    ■ 
1907  (2  months,  November  and 
December) 

2,312 
12,521 
16,508 
33, 459 

2,512 
12, 521 
16,508 
33,459 

2,512 
12,521 
16,508 
33,459 

1908 

1909 

1910 

Total 

Total  Tennessee  Coal,  Iron 
and  Railroad  properties... 

2,856,003 

2,856,003 

1,832,843 

65,000 
1,023,160 

Grand  total,  all  properties. 

8  241  295  477 

S.38,285,357 

'203,010,120 

113,528,446 

. 

1  These  amounts  do  not  necessarily  represent  an  actual  net  loss  in  the  values  of  the  plants  as  indicated 
by  their  operating  efficiency.  They  are  presumed  to  cover  both  the  loss  in  value  which  may  have  accrued 
from  that  source,  plus  an  allowance  for  obsolescence. 

2  Net  additions  not  capitalized  over  and  above  true  depreciation. 

•Does  not  include  an  item  of  $385,181  (representing  interest  accumulations  on  sundry  depreciation  funds) 
which  could  not  be  distnbuted.  ""v>i>; 
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From  this  table,  therefore,  it  will  be  seen  that  the  estimated 
deterioration  or  exhaustion  of  the  physical  properties  of  the  Steel 
Corporation  during  the  entire  period  from  April  1,  1901,  to  December 
31,  1910,  including  an  allowance  for  obsolescence,  and  also  including 
blast-furnace  relining,  amounted  to  $203,000,000,  this  being  the 
amount  after  excluding  that  portion  of  the  provisional  allowances 
which  was  regarded  as  unnecessary.  Of  this  total  a  little  over 
$113,500,000  had  actually  been  made  good  by  expenditures  upon  these 
various  properties,  leaving  a  balance  of  about  $89,500,000,  which  may 
be  termed  the  net  accrued  or  net  outstanding  depreciation  on  Decem- 
ber 31,  1910.  This  latter  figure,  it  should  be  kept  in  mind,  includes 
an  allowance  for  obsolescence.  This  obsolescence  is  not  always  ap- 
parent in  the  i^hysical  condition  of  the  property  but  must  nevertheless 
be  allowed  for  in  order  to  avoid  unduly  large  depreciation  charges 
at  some  future  period. 

By  deducting  the  amounts  which  repi'esent  the  net  accrued  or  net 
outstanding  depreciation  from  the  sum  of  the  original  investment 
plus  subsequent  caj^ital  expenditures,  the  total  net  investment  in  the 
fixed  properties  of  the  Steel  Corporation  at  the  end  of  1910  may  be 
established.  It  will  be  understood,  of  course,  that  in  so  far  as  the 
estimated  depreciation  or  deterioration  of  the  property  is  made  good 
by  actual  expenditures  thereon,  to  this  extent  the  assumed  reduction 
in  the  value  of  the  property  has  been  restored ;  therefore,  to  arrive  at 
the  actual  condition  of  the  property  at  the  end  of  1910,  obviously 
there  should  not  be  deducted  from  the  gross  investment  the  full 
amount  of  the  estimated  depreciation,  but  simply  the  balance  not 
made  good,  or,  as  it  is  here  called,  the  net  outstanding  depreciation. 
(See  p.  299.) 

Before  doing  this,  however,  it  is  worth  while  to  analyze  the  figures 
of  adjusted  or  true  depreciation  given  in  the  preceding  table  by 
classes  of  j^roperty,  with  a  view  to  determining  whether  or  not  these 
amounts  are  reasonable  and  proper. 

MANurACTuiiiNo  PKGPEETiEs. — The  total  estimated  true  deprecia- 
tion of  the  manufacturing  properties,  including  blast-furnace  relining 
(but  excluding  the  Tennessee  Coal,  Iron  and  Railroad  Company),  is 
$107,060,053,  or  an  average  of  $10,980,518  per  year  for  the  entire 
period.  The  original  in\estment  in  these  manufacturing  prop- 
erties, as  shown  on  page  188,  has  been  placed  at  $250,000,000,  and 
the  subsequent  additions,  including  the  original  cost  of  the  Union 
and  Clairton  companies,  as  well  as  the  cost  of  the  Gary  property,  for 
the  entire  period  were  $221,459,11:4.^  The  average  investment  in  these 
manufacturing  properties   (exclusive  of  the  Tennessee  concern)  has 

1  There  is  included  In  this  total  the  investment  of  the  Gary  plant  in  terminal  railroad 
property,  hut  the  amount  of  this  is  not  large  enough  to  affect  the  calculations  here  made  t« 
a  significant  extent. 
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been  approximately  $;j5!).000,000.  Of  this  amount,  however,  probably 
not  less  than  $50,000,000,  on  the  averiige,  represents  the  value  of  land 
on  which,  taken  as  a  whole,  there  has  been  no  depreciation,  but  in- 
stead a  rather  marked  aiopreciation.  Deducting  this  figure  gives  an 
average  of  $309,000,000  for  the  average  investment  in  manufacturing 
plants  (steel  works,  blast  furnaces,  etc.).  The  average  annual  true 
depreciation  of  $10,980, ."jIS.  abo^e  given,  is  equivalent  to  3.6  per  cent 
on  this  estimated  average  invustment  (excluding  land).  This,  at  first 
sight,  may  seem  rather  low.  However,  during  this  period  the  expen- 
ditures for  ordinary  maintenance  and  repairs  upon  these  manufac- 
turing properties,  again  excluding  the  Tennessee  Coal,  Iron  and 
Eailroad  properties,  aggregated  approximately  $176,500,000  (the 
expenditures  in  1901,  which  have  never  been  compiled,  being  esti- 
mated). Adding  this  figure  to  the  total  depreciation  of  $107,060,053, 
above  given,  gives  a  total  for  maintenance,  repairs,  depreciation,  and 
obsolescence  combined,  of  $-283,r»(i0.0.5;j,  and  an  average  of  about 
$29,000,000  per  year,  which  is  equivalent  to  9.4  per  cent  on  the  aver- 
age indicated  investment  of  $309,000,000.  The  Bureau  is  of  the 
opinion  that  this  is  sufficient  to  fully  maintain  the  property  and  allow 
for  all  actual  depreciation  and  obsolescence. 

It  will  be  recalled  (see  Table  29,  p.  2G9)  that  the  total  pig-iron 
capacity  of  the  Steel  Corporation,  other  than  that  acquired  through 
the  Tennessee  Coal,  Iron  and  Railroad  purchase,  was  increased  dur- 
ing the  period  from  April  1,  1901,  to  December  31,  1910,  by  about 
105  per  cent,  and  its  steel-ingot  capacity  was  increased  by  86  per  cent, 
while  its  capacity  for  finished  steel  products  was  increased  by  over 
83  per  cent.  Besides  this,  as  already  shown,  there  was  an  enormous 
increase  in  the  capacity  of  the  Corporation's  cement  works.  The  total 
gross  expenditures  upon  its  manufacturing  properties  during  this 
period  (including  the  original  cost  of  the  manufacturing  properties 
of  the  Union  and  Clairton  concerns,  as  given  in  Table  35,  p.  292) 
was  about  $221,450,000.  This,  it  will  be  seen,  is,  roughly,  88|  per  cent 
of  the  total  estimated  value  of  $250,000,000  for  its  manufacturing 
properties  in  1901  as  computed  by  the  Bureau.  In  other  words,  an 
addition  of  8S^  per  cent  to  its  investment  in  these  manufacturing 
properties  resulted  in  an  inciease  of,  roughly,  from  83  to  105  per  cent 
in  their  capacity,  this  not  including  the  great  increase  in  its  cement 
department.  These  figures  do  not  fairly  state  the  case,  since,  in 
addition  to  this  great  increase  in  capacity,  there  has  been  extensive 
modernization  of  plants,  which  greatly  increased  their  efficiency.^ 

1  It  should  be  pointed  out  that  the  figures  of  increase  in  capacity  here  given  include  the 
Shelby  Steel  Tube  Company,  while  the  increase  in  investment  does  not,  since  that  concern 
has  been  treated  as  one  of  the  original  constituent  companies.  The  capacity  of  that  con- 
cern was  so  small,  however,  that  this  method  of  treatment  does  not  appreciably  aftoct 
the  comparison  here  made. 
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These  figures  show,  therefore,  that  the  increase  in  capacity  has  been 
rather  more  rapid  than  tlie  increase  in  capital  investment.  In  view 
of  this  fact  and  of  the  otlier  evidence  presented,  it  appears  certain 
that  the  adjusted  or  so-called  true  depreciation  allowances  of  $107,- 
060,053  for  these  manufacturing  properties,  as  shown  in  Table  37,  are 
quite  sufficient. 

Iron-i)i;e  properties. — The  estimated  exhaustion  and  depreciation 
of  the  iron-ore  and  timber  iDrojDerties,  after  adjustments  (again  ex- 
cluding the  Tennessee  jDroperty),  as  shown  in  Table  37,  was  $30,- 
293,41)7.  This  is  over  and  above  ordinary  maintenance  and  repair 
expenditures  on  the  same  properties  of  approximately  $3,200,000. 

A  part  of  this  item  of  $30,293,-11)7  represents  depreciation  of  mining 
improvements  and  mining  equipment,  and  a  small  part  the  exhaus- 
tion of  timber  property.  The  great  bulk  of  it,  however,  nominally 
represents  the  exhaustion  of  the  ore  itself.  During  the  period  from 
1901-1910,  inclusive,  the  Steel  CorjDoration's  production  of  Northern 
(Lake)  ore  was  170,500,000  tons.  Had  all  of  this  item  of  $30,293,497 
represented  exhaustion,  therefore,  it  would  have  been  equivalent  to 
about  17  cents  per  ton.  Even  allowing  for  the  other  considerations 
just  noted,  this  allowance  apjoears  to  be  excessive  on  the  basis  of 
valuation  arri^'ed  at  by  the  Bureau.  It  will  be  recalled  that  in 
Chapter  III  the  value  of  the  ore  property  of  the  Corporation 
in  1901  was  placed  at  $100,000,000.  This  included  the  improve- 
ments, the  book  investment  in  which  at  that  time  was  approximately 
$9,000,000.  Deducting  this  amount  leaves  a  total  of  $91,000,000  for 
the  ore  itself  (taking  fee  ore  and  leaseholds  collectively),  which,  on 
the  accepted  basis  of  a  deposit  of  700,000,000  tons,  would  be  equiva- 
lent to  13  cents  per  ton.  This,  however,  takes  the  fee  ore  and  the 
leaseholds  collectively.  So  far  as  the  fee  ore  is  concerned,  it  has 
been  shown  that  a  fair  valuation  in  1901  would  be  somewhat  less 
than  15  cents  per  ton,  and  it  is  not  likely  that  the  subsequent  pur- 
chases of  fee  ore  by  the  Corporation  would  bring  the  average  of  all 
its  fee  holdings  above  that  figure.  So  far  as  the  leaseholds  are 
concerned,  any  such  average  would  be  greatly  excessive,  since,  as 
pointed  out  in  Chapter  III,  the  value  of  the  equity  in  these  lease- 
holds held  in  1901  can  not  be  considered  as  worth  more  than  6  cents 
per  ton.  The  average  investment  in  the  leaseholds  subsequently  se- 
cured was  somewhat  higher,  but  the  average  investment,  in  all  the 
leased  mines  which  the  Corporation  operated,  during  this  period 
would  undoubtedly  be  much  less  than  10  cents  per  ton. 

It  is  important  to  point  out  that  the  great  bulk  of  the  production 
of  the  Steel  Corporation's  ore  thus  far  has  been  from  leased  mines 
and  not  from  fee  properties.  In  the  case  of  leaseholds  secured  with- 
out the  payment  of  a  bonus  the  Steel  Corporation  does  not  have  to 
provide  for  the  exhaustion  of  the  ore  itself  (which  is  a  matter  that 
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concerns  the  owner  of  the  mines,  the  lessor),  but  simply  has  to  pro- 
vide for  the  depreciation  of  Its  mining  improvements  and  equipment. 
Where  a  h<juus  was  paid,  the  Corporation  projoerlj^  should  provide 
for  its  extinguishment  as  well  as  for  the  improvements  subsequently 
made.  Granting  that  bonus  25ayments  in  later  years  were  somewhat 
higher  than  those  prevailing  in  1901,  the  average  investment  in  all 
leasehold  properties  of  the  Corporation  operated  during  the  entire 
period  covered  would  be  ver\'  small. 

Therefore,  since  most  of  the  production  thus  far  has  been  from 
leased  mines,  it  is  certain  that  if  exact  data  were  readily  available 
the  allowance  made  by  the  Steel  Corporation  for  exhaustion  of  its 
ore  might  be  substantially  cut  down.  However,  the  amount  of  the 
reduction,  while  considerable  in  itself,  would  be  relatively  unim- 
portant as  compared  with  the  total  investment  in  the  ore  property, 
and,  moreover,  such  an  analysis  would  require  a  vast  amount  of 
detailed  information.  For  these  reasons  it  was  deemed  better  to  allow 
the  estimated  depreciation  and  exhaustion  of  the  ore  property  to 
stand  instead  of  revi'^ing  it. 

Coal  and  coke  pr( ji'iouties. — The  estimated  true  depreciation  and 
exhaustion  of  (he  Corporation's  coal  and  coke  property,  exclusive  of 
Southern  coal  and  cdke  property,  during  the  period  from  April 
1,  1901,  to  December  31,  1910,  as  will  be  seen  from  Table  37,  was 
$21,220,980.  This  was  over  and  above  expenditures  of  something  in 
excess  of  $12,000,000  on  the  same  properties  for  ordinary  maintenance 
and  repairs.  The  great  bulk  of  this  item  of  $21,220,986  represents 
the  exhaustion  of  coal  in  the  ground,  although  a  portion  of  it  repre- 
sents depreciation  of  coke  ovens  and  other  equipment.  The  amount 
which  may  be  regarded  as  the  exhaustion  proper,  is  equivalent  to 
about  10  cents  per  ton  for  coking  coal  in  the  ground ;  the  depreciation 
of  coke  ovens  and  other  equipment,  and  the  exhaustion  of  other  coal 
make  up  the  remainder.  Taking  good  Connellsville  coal  land  at  an 
average  cost  of  $1,200  per  acre,  and  assuming  an  average  yield  per 
acre  of  10,000  tons,  the  value  in  the  ground  would  be  about  12  cents 
per  ton.  This  average,  however,  is  undoubtedly  somewhat  in  excess 
of  the  true  cost  of  the  Corporation's  Connellsville  coal ;  therefore  an 
allowance  equivalent  to  10  cents  per  ton  for  exhaustion  of  such  coal 
seems  sufficient. 

Eaileoad  pROPEE'riES. — The  estimated  depreciation  of  the  railroad 
f)roperty,  as  given  in  Table  37,  after  revision,  was  $26,636,266.  This 
includes  an  allowance  of  $6,712,612  for  obsolescence.  The  estimated 
depreciation  seems  too  high  in  view  of  the  very  liberal  expenditures 
for  ordinary  maintenance  and  repaiis,  which,  for  the  ten-year  period 
were,  roughly,  $54,000,000  (estimating  the  1901  expenditures  at 
$2,000,000  and  excluding  the  Tennessee  property  in  both  instances). 
It  is  a  fair  question,  in  view  of  the  large  expenditures  for  maintenance 
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and  repairs,  whether  anything  should  l)e  allowed  for  depreciation  of 
this  property.  However,  since  there  is  a  reasonable  doubt  on  this 
point,  the  Bureau  has  allowed  the  adjusted  amount  in  its  calcula- 
tions. 

This  estimated  depreciation  of  $26,636,266  and,  likewise,  the  net 
outstanding  dejDreciation  of  $18,072,689  include  the  above-mentioned 
allowance  of  $6,712,612  for  obsolescence,  as  distinct  from  depreciation 
proper.  Ordinarily,  it  has  not  been  possible  to  show  what  has  been 
allowed  for  obsolescence  specifically,  but  the  records  of  certain  rail- 
roads were  kept  in  such  a  way  as  to  permit  this.  It  is  jjrobable  that 
the  Corporation  is  justified  in  the  case  of  certain  of  its  railroads  in 
making  some  allowance  for  obsolescence.  With  respect  to  its  Lake 
ore  railroads  in  particular,  it  is  the  opinion  of  the  Corporation's  ex- 
perts that  when  the  ore  is  eventually  exhausted  there  will  be  very 
little  business  for  these  railroads  and  that  they  will  lose  the  great 
bulk  of  their  value.  This  is  a  debatable  question,  and,  moreover,  the 
probable  life  of  the  ore  deposits  extends  so  far  into  the  future  as  to 
call  for  only  a  very  small  amount  of  obsolescence  per  annum  at  best. 
T\1ii]e,  however,  the  allowance  actually  made  seems  somewhat  exces- 
sive, nevertheless  the  Bureau  has  not  reduced  it. 

The  Steel  Corporation  takes  the  position  that  while  it  is  justified 
in  deducting  this  estimated  obsolescence  from  its  earnings,  no  de- 
duction should  be  made  from  the  investment  so  long  as  these  rail- 
roads are  in  active  operation.  In  other  words,  the  Corporation  con- 
tends that  the  provisions  for  obsolescence,  while  deducted  annually 
from  the  earnings,  should  not  be  deducted  from  the  investment  until 
a  distant  date  when  the  so-called  estimated,  or  expected,  obsolescence 
becomes  an  accomplished  fact. 

The  Bureau  has  not  accepted  this  view  of  the  Corporation,  although 
admitting  that  the  question  is  a  del)atable  one,  but  instead  has  de- 
ducted this  amount  from  the  investment  as  well  as  from  the  earnings. 
(Seep.  340.) 

STKA:\rsHiP  ruoPERTiEs. — The  estimated  true  depreciation  of  the 
steamship  properties,  it  will  be  seen,  was  $0,697,348,  or  at  the  rate  of 
almost  exactly  $1,000,000  a  year  for  the  nine  and  three-fourths  year 
period.  During  this  interval,  moreover,  several  millions  of  dollars 
were  expended  upon  these  properties  in  ordinary  maintenance  and 
repairs. 

It  will  be  recalled  that  the  value  of  the  steamship  property  of  the 
Corporation  at  its  organization  in  1901  was  placed  at  $20,000,000. 
On  this  basis,  without  allowing  for  subsequent  additions,  the  depreci- 
ation allowance  here  given  would  amount  to  almost  exactly  5  per  cent 
per  annum.  This  does  not  appear  excessive.  On  the  other  hand,  in 
view  of  the  fact  that  the  ordinary  maintenance  and  repair  expendi- 
tures cover  a  good  many  items  which  might  possibly  come  under  the 


UNITED   STATES   STEEL   COBPORATION.  309 

head  of  depreciation,  it  has  been  accepted  as  suiScient.  Of  this  total 
estimated  true  depreciation  of  $9,697,348,  only  $5,115,123  had  been 
made  good,  leaving  a  net  outstanding  depreciation  of  $4,582,225. 

Miscellaneous  fixed  peopeeties. — The  estimated  depreciation  of 
these  miscellaneous  properties  (chiefly  detached  dock  property, 
natural  gas,  and  limestone),  aggregating  $5,245,967,  appears  reason- 
able and  may  be  accepted  without  discussion. 

Tennessee  Coal,  Ieon  and  Kaileoad  Company's  peopeeties. — In 
the  case  of  these  properties,  the  total  provisions  for  depreciation  were 
allowed  to  stand  without  deduction. 

SuJiMAEY. — It  would  appear,  therefore,  that  the  revised  allowances 
for  true  depreciation  of  the  various  properties,  while  liberal,  are  in 
the  main  reasonable,  and  they  have  been  used  by  the  Bureau.  As 
already  shown,  a  considerable  part  of  this  estimated  depreciation, 
exhaustion,  and  obsolescence  had  been  made  good  by  actual  expendi- 
tures on  the  property.  Therefore,  in  order  to  ascertain  the  true 
investment  in  the  properties  at  the  close  of  1910,  there  should  be 
deducted,  not  the  total  amount  of  the  true  depreciation  as  thus  esti- 
mated, but  only  that  portion  of  such  amount  which  had  not  actually 
been  made  good  up  to  that  date;  in  other  words,  the  so-called  un- 
restored  balance,  or  net  outstanding  depreciation.  The  total  of  this 
amount  for  all  properties,  as  already  stated  (including  blast-furnace 
relining),  was  $89,481,674. 

Section  7.  Net  additions  to  the  tangible  property  of  the  Steel  Corporation, 
1901-1910. 

Fixed  peopeeties. — The  net  outstanding  depreciation  above  ar- 
rived at  covered  not  only  the  original  property  of  the  Steel  Cor- 
poration but  also  the  additions  thereto  up  to  the  close  of  1910.  For 
convenience,  however,  this  outstanding  depreciation  may  be  set 
against  the  capital  additions  to  the  fixed  properties  of  the  Corpora- 
tion, as  given  in  Table  36,  page  292,  in  order  to  arrive  at  what  may  be 
called  the  total  net  additions  to  such  property  during  this  period. 
This  is  done  in  Table  38,  on  page  310,  below,  which  gives  first  the 
total  gross  capital  additions,  as  stated  in  Table  35,  then  the  deduc- 
tions for  net  outstanding  depreciation  as  given  in  Table  37,  leaving 
a  total  which  represents  net  capital  additions  to  these  fixed  properties 
for  this  period. 

Net  ADDITIONS  TO  othee  assets. — In  the  case  of  the  assets  other 
than  fixed  properties,  the  figures  of  increases  given  in  Table  32,  on 
page  280,  are  net.  It  may  be  noted  that  the  net  current  assets,  as 
there  stated,  include  in  the  inventories  certain  bookkeeping  profits 
which  have  been  nominally  made  by  some  subsidiary  concerns  on  the 
sale  of  such  materials  or  products  to  other  subsidiary  companies 
but  which  have  not  been  actually  realized  because  such  products' 
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have  not  been  sold  to  an  outside  interest.  The  Corijoration  in  its 
annual  reports  since  1904  has  deducted  such  "  locked  up  "'  or  "  de- 
ferred "  profits,  as  they  may  be  called,  from  its  operating  profits 
before  arriving  at  what  it  terms  its  net  earnings.  This  matter  is  more 
fully  discussed  in  the  cluipter  on  profits.  (See  p.  333.)  Had  the 
Bureau  adopted  the  Corporation's  present  practice  of  deducting  the 
deferred  intercompany  profits  in  inventories  from  the  earnings,  a 
corresponding  deduction  from  the  investment  would  also  have  been 
necessary.  While  the  Corporation's  practice  in  this  respect  is  con- 
servative, for  the  purposes  of  this  discussion  the  Bureau  determined 
not  to  deduct  deferred  intercom]iany  profits  from  the  earnings,  nor 
to  make  the  corresponding  deduction  from  investment.  The  table 
showing  the  net  additions  to  the  investment  from  1901  to  1910 
follows : 


Table  3R.~NKT   ADDITIONS  TO  INVESTMENT  OF  .STEEL  CORPORATION,  APRIL  1,  1901, 

TO  DECEMBER  31,  1910. 


Description. 

Total 
additions,  as 
per  Table  35. 

EsUmated 
true  depreci- 
ation. 

Amount 
made  good 
by  expendi- 
tures not 
capitalized. 

Nel  oul- 

standinj: 

depreciation 

to  l>e  do- 
ducted  from 
Investment. 

Net  addi- 
tions to 
investmpnt. 

Fixed  property  (exclusive  of  <  :;iry 
and  Tennessee  Coal,  Iron  and 
Railroad  Company): 

Manufacturing 

Iron  ore 

.?  1.5 1.480, 449 

62,093,931 

34,112,303 

74.541,029 

5,548,556 

]3,243,fi7,S 

2. 128.. 364 

16,067.666 

101, 683,  .544 

$107,060,053 

30.293,497 

21,220,986 

37.3.36,955 

4,242,626 

888,918,509 
2,345.016 
5,534,665 
13,462,331 
1,436,082 

.?1S, 141. 3-14 
27.!W8.4,'il 

i5,B86,:m 

23.874.624 
2,.sn7.544 

1133, .338,905 
34  145  450 

18,425,982 
50, 666. 405 

Miscellaneous  fixed  property.  .. 
Other  assets: 

Deferred  charges 

2.741,012 
13  ^43  678 

2,128.304 

101.683,544 

Total 

Gary  plant ' 

460,899,520 
69,978,695 
60,468,518 
3,063,594 

200.154,117 

111,695.603 

88.458,514 

372,441,006 
69,978,695 
59,446.358 
3  063.594 

Tennessee  Coal,  Iron  and  R.  R.  Co.=. 
Sundry  adjustments 

2,856,003 

1,832,843 

1,023,160 

594,410,327 

3  203,010,120 

, 

1  Includes  city  of  Gary  and  railroad  property.  The  figure  is  the  construction  cost.  Depreciation  of 
this  plant  i.s  included  in  the  figures  given  above.  The  total  amount  of  aocracd  depreciation— not  includ- 
ing certain  amounts  for  terminal  railroad  property  which  could  not  l>o  segregated— was  $1,239  393. 

2  <  iriginal  cost  of  fl.xed  property  plus  subsequent  additions. 

3  Excluding  an  item  of  $386,181  which  could  not  be  distributed. 

Section  8.  Total  investment  in  tangible  property  of  Steel  Corporation, 
December  31,  1910. 

In  the  following  table  the  total  net  additions  to  the  propertv  of  the 
Steel  Corporation  from  1901  to  1910,  as  given  in  Table  3s.  are  added 
to  the  investment  of  the  Corporation  on  April  1,  1901  (see  Table  i>3) 
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thus  giving  what  may  l)e  regarded  as  the  total  investment  in  the 
properties  of  the  Corporation  at  the  close  of  1910;  as  previously 
noted,  the  cost  of  the  Gary  plant  and  of  the  Tennessee  Coal,  Iron  and 
Eailroad  Company  are  stated  separately  instead  of  being  distributed. 
In  this  table  the  other  assets  are  given  by  classes  and  in  exact  figures, 
instead  of  in  a  single  round  sum,  as  in  Table  23. 

Table 39.— INVESTMENT  IX  TANGIBLE  PROPERTY  OF  STEEL  CORPORATION  O.N  DE- 
CEMBER 31, 1910.  AS  COMPUTED  BY  BUREAU. 


Description. 


Fixed  property  (exclusive  of  Gary  and  Tennessee  Coal, 
Iron  and  Railroad  Company): 

Manufacturing 

Iron  ore 

Coal  and  coke 

Transportation 

Miscellaneous  fixed  property 

Otlier  assets: 

Deferred  charges _ 

Investments _ 

Sinking  funds 

Net  current  assets 


Investment 
1901. 


5250,000,000 
100,000,000 
80, 000, 000 
91,500,000 
24. 000, 000 

2,0.58.027 

241,030 

239 

134,224,089 


Net  additions 
1901-1910.1 


5133,338,905 
34,145.450 
18,425,982 
60,668,405 
2,741,012 

13,243,678 

2,128,364 

16,067,686 

101,683,644 


Total 

Gary  plant  ^ 

I'enuessee  Coal,  Iron  and  Railroad  Company. 
Sundry  adjustments  * 


682, 053.. 385 


Grand  total.. 


0,S2,053,386 


372,441,006 

69, 978, 895 

3  59,445,368 

3,063,594 


Total    invest- 
ment Dec.  31, 
1910. 


S.3.S3,338,905 
134,145,450 

98,425,982 
142, 166, 405 

26,741,012 

15,331,705 

2, 369, 394 

16, 067, 905 

235, 907, 633 


504, 928, 653 


1,054,494,391 
69, 978, 695 
69,445,358 
3,063,594». 


1,186,982,038 


1  -Vs  per  Table  38. 

2  Includes  city  of  Gary  and  railroad  property.    See  note  1  to  Table  38. 

'  Original  cost  of  fixed  property  and  additions  thereto  since  its  acquisition. 

<  Sundry  adjustments  made  in  the  balance  sheet  without  distribution  liy  classes  of  property. 

It  should  be  repeated  that  the  Bureau's  figures  of  investment  do 
not  necessarily  represent  the  ralue  of  such  investment  in  1910.  So 
far  as  the  properties  other  than  natural  resources — ore,  coal,  natural 
gas,  and  land — are  concerned,  it  is  reasonably  safe  to  place  the  value 
at  about  the  known  cost,  after  allowing  for  depreciation  in  the  man- 
ner above  explained.  With  respect  to  the  natural  resources  of  the 
Corporation,  however,  the  case  is  diiferent.  In  some  in.stances 
the  value  may  have  decreased  or  disappeared  altogether.  In 
general,  however,  the  value  of  these  classes  of  property,  particu- 
larly of  ore  property  and  land,  has  increased.  Undoubtedly,  this 
increase  in  the  value  of  the  ore  (and,  to  a  less  extent,  of  the  coking- 
coal  property)  has  been  due  in  considerable  measure  to  the  great 
concentration  of  ownership  of  such  property  during  the  past  ten 
years  and,  to  no  small  extent,  to  the  very  substantial  concentration 
of  such  ownership  in  the  hands  of  the  Steel  Corporation  alone.  This 
matter  is  discussed  elsewhere.     (See  p.  325.)     At  the  moment  it  is 
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desired  simply  to  empiiasize  that  the  mere  addition  of  the  cost  of 
such  natural  resources,  secured  since  April,  1901,  to  their  estimated 
value  on  that  date  may  not  give  a  fair  indication  of  their  value  at 
the  present  time.  The  tollowing  table  gives  the  net  investment  in 
the  jDroperty  of  the  Steel  Corporation  at  the  close  of  each  year  from 
1901  to  1910,  arrived  at  hy  adding  to  the  original  investment  in  1901 
the  gross  additions  as  given  in  Tables  o2  and  33  and  deducting  from 
the  combined  results  the  net  accrued  or  outstanding  depreciation  as 
given  in  the  last  column  of  Table  37.  The  current  assets  as  given 
are  net.     (See  note  7  to  Table  32.) 

Table  40.— TOTAL  INVESTMENT  OF  STEEL  CORPORATION  IN  TANGIBLE  PROPERTY 
AS  REVISED  BY  BUREAU,  BY  CLASSES,  AFTER  DEDUCTIONS  FOE  NET  ACCRUED 
DEPRECIATION,  AT  CLOSE  OF  EACH  YEAR,  1901-1910. 


Description. 

1901. 

1902. 

1903. 

1904. 

1905. 

Fixed  property  (e.xfliisive  of  (  rary 
and  Tennessee  Coal,  Iron  and 
Railroad  Company): 
Manufacturing 

$2S6, 988,7.56 
101.s:i0.880 
.S0,300,li4S 
91,421,116 
24..5.«,185 

1,7.37,456 

.3.N71,954 

24.5.319 

l:js.  110,545 

S27.S,630,273 
IO'J.934,668 

-Sri..S79,373 
93,281,569 
24.480,613 

1,633,391 

1,874,872 

l,:iss,S(;2 

105, 007, 905 

463,. 393 

$.300,317,051 
109,544,653 
89,555,933 
97,330,868 
24,899,687 

2,177,046 

2,412,149 

3,607,44S 

176.070.249 

700,895 

$317,883,734 
110,991,640 
91,067,136 
98, 607, 182 
24,926,627 

2,440,739 

1,920,176 

6,958,449 

162,770,486 

671,974 

$323,879,618 
111, 286, 6U 

93,932,620 
105,024,040 

26,404,163 

.3,197,723 

1,180,343 

16,736,553 

191,881,062 

1,315,187 

Coal  and  colce 

Miscellaneous  fixed  property... 
Otlner  assets: 

Deferred  charges..  . 

Net  current  assets  ' 

09S,Nrj'J.756 

763,674,919 

806,615,979 

818,238,143 

874,840,920 

Description. 


Fixed  property  (exclusive  of  Gary 
and  Tennessee  Coal,  Iron  and 
Railroad  Company): 

Manufacturing 

Iron  ore  and  timber '. . , 

Coal  and  colce 

Transportation 

Miscellaneous  fixed  property... 
Other  assets: 

Deferred  charges 

Investments , 

Sinking  funds 

Net  current  assets  ' 

Gary  plant ' 

Tennessee  Coal,  Iron  and  Railroad 

Company 

Sundry  adjustments 


Grand  total.. 


$364,441,140 
119,879,749 
95,  .357, 205 
127.013,556 

26,2.36.798 


$380,145,004 


$379,465,023 


126.212.969       130,474.304 
96.376.451         98.165,272 


131.947,097 
26,300,851 


1,403,010 


947, 397, 8 


6.204,734  9,106,666 

1,717,]20  3,083,000 

.32.442.402  23,263,035 

229,  .347.  4.52  196,190.322 

24,063.388  42,797. 22i| 

4:i.,542.295  I  53,009,973 

2,017,733  !  1,902,890 


1,078,763,602  ,1,090,425,487 


133.S67.228 
26,383,107 

12,76.3,191 

2,353,110 

21,7,3,5,953 

229., 573, 440 

53.905,844 

56,031,697 
1,854,  ,524 


1,146,875,993 


$383,338,905 
134,145,450 

98,425,982 
142,166,405 

26,741,012 

15,331,705 
2,369,394 
16,067,903 
235,907,633 
69,978,695 

69,445,358 
3,063,594 


1,186,982,038 


1  See  note  7,  Table  32. 


2  Str  note  1,  Table  38. 
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In  Table  44,  on  page  32S,  this  net  investment  is  stated  in  the  form 
of  a  constructive  balance  sheet.  The  propertj^  account  is  there  given 
in  total  instead  of  by  classes,  while  the  current  assets  are  given 
in  gross  as  well  as  the  current  liabilities  instead  o^  simply  stating 
the  net  current  assets  as  in  Table  40. 

Section  9.  Comparison  of  Bureau's  figures  of  investment  in  tangible  prop- 
erties of  Steel  Corporation  at  the  close  of  1907  with  the  Corporation's 
estimate  of  their  value  on  that  date. 

Before  discussing  further  the  indicated  investment  of  the  Corpora- 
tion at  the  close  of  1910,  it  is  desirable  to  present  the  figures  of  in- 
vestment up  to  the  close  of  1907,  for  the  reason,  already  noted,  that 
the  Steel  Corporation  itself  made  an  appraisal  of  its  properties  as 
of  that  date.  This  appraisal  was  apparently  made  with  considerable 
care.  The  various  properties  of  the  Corporation  were  itemized  in 
great  detail.  The  figures  for  manufacturing  properties  were  largely 
based  on  the  known  or  estimated  construction  cost  and  not  on  an  en- 
gineering appraisal.  The  real  estate  and  natural  resources,  however, 
were  entered  at  the  estimated  current  value.  The  real  estate  was 
valued  separately'  from  the  improvements  thereon,  while  in  the  case 
of  ore  properties  the  holdings  were  carefully  scheduled  and  the 
tonnages  estimated,  both  by  ranges  and  by  qualities. 

This  valuation  by  the  Corporation  of  its  various  properties  at 
the  close  of  1907  is  compared  in  Table  41  with  the  investment  in 
these  properties  as  computed  by  the  Bureau,  this  being  arrived  at 
by  adding  to  its  figures  of  value  on  April  1,  1901,  the  net  additions 
thereto  up  to  the  close  of  1907,  computed  in  the  same  manner  as  in 
Table  38.  The  Corporation's  figures,  like  those  of  the  Bureau,  take 
account  of  depreciation. 
4525°— 11 22 
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TABLE  41.— BUREAU'S  ESTIMATE  OF  INVESTMENT  IN  PROPERTY  OF  STEEL  CORPORA 
TION  AT  CLOSE  OF  1907  COMPARED  WITH  CORPORATION'S  ESTIMATE  OF  VALUE  AT 
THAT  TIME. 


Description. 


Fixed  property  (exclusive  of  Gary  and  Tennessee  Coal, 
Iron  and  Railroad  Company); 

Manufacturing 

Iron  ore  and  timber 

Coal  and  coke 

Transportation 

Miscellaneous  fixed  property 

Other  assets: 

Deferred  charges 

Investments 

Sinking  funds 

Net  current  assets 

Total 

Gary  plant ' 

Tennessee  Coal,  Iron  and  Railroad  Company 

Sundry  adjustments 

Grand  total 


Investment  as 

computed  by 

Bureau,  Dec. 

31,  1907. 


S3li4,441,140 
119,879,749 

95,557,205 
127,013,555 

26,236,798 

6,204,734 

1,717,120 

32,442,402 

229,347,483 


1,002,840,186 
24,063,388 
49,842,295 
2,017,733 


1,078,763,602 


Value  as  esti- 
mated by  Cor- 
poration. 


$367,632,230 

1641,242,880 

142,521,913 

145,048,041 

19,619,052 


32,442,402 
229,347,483 


1,577,854,001 
24,063,388 
49,747,753 


1,651,665,142 


Difference. 


$3,191,090 
521,363,131 
46,964,708 
18,034,486 
'6,817,746 


'',m 


'1,717,1. 


575,013,815 


'i,on,7ss 


572,901,640 


1  Includes  about  ?5, 700,000  of  timber  property. 

2  This  excess  of  the  Bureau's  figure  over  that  of  the  Corporation  is  chiefly  due  to  the  fact  that  in  com- 
puting the  investment  in  1901  the  Bureau  allowed  a  very  liberal  valuation.  The  Corporation  contends 
that  its  1907  appraisal  of  these  properties  was  very  conservative. 

3  Excess  over  Corporation's  estimate,  which  did  not  include  these  items  specifically,  but  which,  how- 
ever, allows  for  most  of  them  in  other  items. 

<  Includes  city  of  Gary  and  raihoad  property. 
<•  Excess  over  Corporation's  estimate. 

It  will  be  seen  at  once  from  this  table  that  the  most  marked  differ- 
ences between  the  investment  a.s  computed  by  the  Bureau  and  the 
valuation  as  arrived  at  by  the  Corporation  occur  in  the  case  of  the 
iron-ore  propertj'  (including  timber)  and  the  coal  and  coke  property. 
In  the  former  the  excess  of  the  Corporation's  figure  over  that  of  the 
Bureau  is  more  than  $.)21,000,000,  while  the  excess  in  the  case  of  the 
coal  and  coke  is  nearly  $47,000,000. 

The  Corjjoration's  valuation  of  its  manufacturing  properties 
naturally  agrees  very  closely  with  that  of  the  Bureau  because  the 
Bureau's  figure  was  partly  based  upon  that  of  the  Corporation. 
(See  p.  188.)  Moreover,  the  Corporation's  figures  for  these  manu- 
facturing properties  are  stated  to  be  substantially  the  construction 
cost.  The  real  estate,  however,  was  put  in  at  the  appraised  current 
value. 

It  may  be  noted  that  blast-furnace  valuations  frequently  ran  in 
excess  of  $750,000  per  furni'.ce,  and  in  some  instances  above  $1,000,000; 
some  of  the  larger  furnaces,  in  fact,  ^\■ere  Valued  at  more  than 
$1,500,000. 
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The  land  valuations  often  were  very  high.  Thus,  land  iia  the  Pitts- 
burg district  was  frequently  valued  at  $20,000  per  acre,  in  several 
cases  at  as  much  as  $r)0,000,  while  in  one  instance  the  valuation  ran 
as  high  as  $300,000  per  acre,  and  there  were  several  instances  where 
the  \aluations  were  as  much  as  $100,000  per  acre.  The  extreme  prices 
named  were  for  exceiDtionally  valuable  parcels  of  real  estate,  some- 
times in  central  locations  in  a  city.  However,  the  figures  generally 
indicate  a  liberal  basis  of  valuation. 

The  Corporation's  appraisal  value  of  its  transportation  jDroperties, 
it  will  be  noted,  exceeds  the  Bureau's  figure  of  investment  by  about 
$18,000,000.  This,  on  the  whole,  is  not  an  extraordinary  difference, 
but  the  Bureau  regards  its  own  figure  as  sufficiently  liberal. 

The  Bureau's  figure  for  the  Gary  plant  is  the  Corporation's  figure 
of  construction  cost.  It  will  be  observed  that  this  is  given  in  a  single 
total,  and  not  classified.  The  Gary  plant  has  no  ore  or  coal  prop- 
erty,, and  the  great  bulk  of  the  investment  is  in  manufacturing  plants. 
It  has,  however,  an  extensive  investment  in  transportation  property, 
and  some  investment  in  miscellaneous  property.  Since,  however,  the 
Corporation  in  its  appraisal  did  not  classify  this  property,  it  was  not 
jiecessary  for  the  Bureau  to  make  a  distribution  of  the  total  cost. 
The  depreciation  of  this  plant  is  not  shown  separately,  as  complete 
data  were  not  available;  tlie  total  amount  (see  note  1,  p.  310)  was 
small.  The  Bureau,  for  reasons  already  stated,  entered  the  Tennessee 
Coal,  Iron  and  Railroad  property  at  its  cost  as  computed  hj  the  Cor- 
poration, including  expenditures  made  after  the  purchase  in  1907. 
(See  p.  2S9.) 

The  excess  of  apjjroximately  $47,000,000  in  the  Corporation's  figure 
for  its  coal  and  coke  property  over  that  of  the  Bureau  is  principally 
due  to  the  fact  that  the  Corporation  was  dealing  with  an  appraised 
valuation  whereas  the  Bureau's  figure  largely  represents  the  invest- 
ment cost  (in  other  words,  the  valuation  in  1901  plus  the  actual  cost 
of  subsequent  additions),  and  does  not  allow  for  any  appreciation 
during  this  interval.  As  a  matter  of  fact,  there  had  been  some 
appreciation  in  this  property,  although  perhaps  not  to  the  extent 
claimed  hy  the  Corporation.  A  part  of  this  appreciation,  it  should 
be  noted,  must  be  attributed  to  the  concentration  of  the  most  desir- 
able coking-coal  lands  in  the  hands  of  the  Steel  Corporation. 

An  idea  of  the  liberal  basis  upon  which  coal  and  coke  valuations 
were  computed  by  the  Corporation  may  be  obtained  from  the  mere 
statement  that  considerably  more  that  one-half  of  its  coking  coal 
was  entered  at  an  average  valuation  of  $1,750  per  acre,  while  the 
lowest  valuation  for  any  coking  coal,  with  the  exception  of  a  small 
tract  of  about  250  acres,  was  $1,200  per  acre.  The  latter  valuation 
applied  to  coking  coal  in  the  so-called  Klondyke  region.    Its  steam 
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coal  was  put  in  at  $350  per  acie.    These  valuations  are  undoubtedly 
high. 

The  bulk  of  the  coke-oven  property  of  the  Corporation  was  valued 
on  the  basis  of  $1,400  per  oven.  Although  this  covered  improvements 
to  mines,  machinery,  and  equipment,  this  average  nevertheless  seems 
high. 

In  the  case  of  the  miscellaneous  fixed  property  the  Bureau's  figure 
of  investment  is  $26,236,798,  as  against  an  appraised  valuation  by 
the  Corporation  of  $19,619,052.  The  excess  of  the  Bureau's  figure 
over  that  of  the  Corporation  is  partly  due  to  the  fact  that  the  Bureau 
undoubtedly  allowed  a  very  liberal  valuation  for  the  natural-gas 
property  in  1901,  namely,  $20,000,000,  the  full  amount  claimed  by 
the  Steel  Corporation  in  the  Hodge  suit.  (See  p.  182.)  In  this 
1907  appraised  valuation,  on  the  other  hand,  this  natural-gas  prop- 
erty was  valued  by  the  Corporation  at  only  about  $10,300,000.  While 
the  property  had  suffered  considerable  exhaustion  during  this  period, 
nevertheless  the  Corporation's  appraisal  in  1907  was  on  a  very  much 
more  conservative  basis  than  that  in  1902.  The  Corporation,  in  fact, 
claims  that  its  1907  valuation  was  altogether  too  conservative,  and 
that  these  natural-gas  properties  were  easily  worth  $20,000,000  to 
$25,000,000. 

Therefore,  as  in  the  case  of  the  Corporation's  estimate  submitted 
in  the  Hodge  suit  in  1902,  the  principal  difference  between  its  figures 
and  those  of  the  Bureau  in  this  comparison  for  1907  lies  in  the  item 
of  iron  ore.  As  just  shown,  the  excess  of  the  Corporation's  estimate 
of  the  value  of  its  ore  property  over  the  Bureau's  estimate  of  the 
investment  in  that  property  at  the  close  of  1907  is  approximately 
$521,000,000.  It  may  be  conceded  that  the  Bureau's  figure  of  invest- 
ment somewhat  understates  the  value  of  this  ore  property  on  that 
date,  since  it  is  known  that  there  had  been  some  appreciation  in  the 
value  of  iron-ore  properties  during  the  period  from  April  1,  1901, 
to  December  31,  1907.  An  accurate  valuation  of  the  ore  property 
of  the  Corporation  at  the  close  of  1907  is  an  extremely  difficult  mat- 
ter because  of  the  effect  of  the  gxeat  concentration  of  ownership  or 
control  of  ore  property  upon  such  values.  "Wliere  a  very  few  holders 
own  or  control  the  great  bulk  of  a  given  natural  resource  of  this  sort, 
and  are  indisposed  to  sell,  the  values  may  not  only  be  artificially 
enhanced  but  also  difficult  to  determine. 

It  is  unnecessary  and  somewhat  impracticable  to  attempt  a  quanti- 
tative valuation  of  the  ore  property  of  the  Steel  Corporation  in  1907, 
because  of  the  influence  of  concentration  of  control  just  noted.  How- 
ever, it  is  very  easy  to  show  that  the  valuation  of  approximately 
$640,000,000  claimed  by  the  Corporation  is  grossly  excessive.  Of 
the  total  as  stated,  approximately  $607,000,000  was  for  the  ore  itself 
(taking  fee  property  and  leaseholds  together),  as  distinct  from  the 
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improvements.  This  valuation  covered  a  total  of  approximately 
1,182,000,000  tons,  thus  gi\-ing  an  average  of  51  cents  per  ton  (taking 
fee  ore  and  leaseholds  collectively).  This  total  tonnage,  it  may  be 
noted,  does  not  include  the  extensive  deposits  acquired  through  the 
Hill  lease,  discussed  below ;  on  the  other  hand,  nothing  was  entered 
in  the  Corporation's  valuation  for  this  Hill  ore  property  except  for 
certain  expenditures  for  development  work  and  for  advanced 
royalties. 

Any  such  average  valuation  of  51  cents  per  ton  for  the  ore  prop- 
erty of  the  St€el  Corporation  at  the  close  of  1907  is  inadmissible. 
This  valuation  could  easily  be  discredited  by  discounting  the  aver- 
age rate  of  royalty  on  new  leases  taken  out  during  the  period  from 
1901  to  1907,  computed  in  the  same  way  as  has  already  been  done 
in  discussing  the  value  of  the  original  ore  property  of  the  Steel  Cor- 
poration in  Chapter  III.  (See  pp.  216-228.)  Such  a  detailed  discus- 
sion, however,  is  unnecessary.  Convincing  evidence  that  this  valu- 
ation of  $007,000,000,  claimed  by  the  Steel  Corporation  for  its  ore 
in  1907  is  excessive  is  afforded  by  the  mere  statement  of  the  actual 
cost  of  this  ore  property.  Thus,  the  total  capital  expenditures  by 
the  Corporation  upon  its  ore  property  from  April  1,  1901,  to  the 
close  of  1907,  before  deducting  depreciation,  were  $38,600,000.  Of 
this  total  approximately  $19,000,000  represents  the  expenditure  for 
ore,  including  fee  and  leasehold  properties  collectively  as  distinct 
from  improvements.  By  this  expenditure  of  approximately  $19,- 
000,000  (of  which  nearly  $9,000,000  was  for  the  Union  and  Clairton 
ore)  the  Steel  Corporation  added  to  its  ore  reserves  (again  taking 
fee  properties  and  leaseholds  together)  several  hundred  million  tons 
of  ore,  this  again  excluding  the  "  Hill  "  ore.  The  exact  amount 
added  can  not  be  stated  because  large  increases  in  the  estimated  total 
have  been  made  by  proving  up  ore  lands  held  in  1901.  More- 
over, the  amount  assumed  or  estimated  to  have  been  added,  at  the 
time  of  purchase,  rather  than  the  amount  actually  proved  by  later 
development  to  have  been  added,  is  the  really  significant  fact.  It  is 
entirely  conservative  to  place  the  additions  from  this  expenditure 
of  $19,000,000,  as  currently  estimated  at  the  time,  at  several  hundred 
million  tons.  This  means  that  the  average  cost  per  ton  of  the  ore 
acquired  since  1901  (again  treating  fee  and  leaseholds  collectively) 
was  only  a  few  cents,  whereas  the  total  value  claimed  by  the  Steel 
Corporation  at  the  close  of  1907  was  equivalent  to  over  50  cents  per 
ton.  While,  as  already  pointed  out,  the  original  cost  of  a  mining 
property  is  not  a  reliable  indication  of  its  value  after  subsequent  de- 
velopment, it  is  incredible  that  during  this  interval  of  less  than  seven 
years  fee  ore  and  leaseholds  which  cost,  on  the  average,  only  a  very 
few  cents  per  ton  could  have  increased  to  a  value  of  as  much  as  50 
cents  per  ton.    In  this  connection  it  may  be  noted  that  the  average  rate 
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of  loyalty  on  new  leases  taken  out  by  the  Steel  Corporation  in  the 
Lake  Superior  region  from  1907  to  1910,  inclusive,  apparently  is  not 
over  40  cents  per  ton  (see  p.  3-!l),  as  compared  with  an  average  rate 
for  old  and  new  leases  combined,  in  1901,  of  about  28  cents.  The 
quality  of  ore  co-iered  by  the  recent  leases  may  have  been  somewhat 
lower,  but  allowing  for  this  the  advance  in  royalties  would  in  no  way 
justify  the  high  valuation  placed  on  its  ore  by  the  Corporation  in 
190T. 

A  very  important  consideration  to  be  kept  in  mind  is  that  the  bulk 
of  the  Steel  Corporation's  ore  property  in  1907  consisted  of  lease- 
holds and  not  ore  in  fee.  Apparently  two-thirds  at  least  of  the  total 
tonnage  was  simply  leased.  For  the  mining  of  ore  from  such  leased 
properties  the  Corporation  must,  of  course,  pay  a  royalty,  so  that 
for  this  leased  property  the  Steel  Corporation  simply  has  an  equity 
interest  in  the  ore.  Even  if  all  the  new  leases  had  been  taken  out  at 
the  same  rate  of  royalty  as  prevailed  in  1901,  it  is  certain  that  the 
value  of  these  equities  in  the  aggregate  plus  the  value  of  the  ore 
owned  in  fee  would  not  equal  the  large  total  claimed  by  the  Corpo- 
ration in  its  1907  ai^praisal.  As  a  matter  of  fact,  the  royalties  on 
many  of  these  leases  were  considerably  higher  than  the  average  of 
28  cents  prevailing  in  1901.  This  increase  in  the  royalty  paid  by  the 
Steel  Corporation,  of  course,  does  not  mean  any  increase  in  the  value 
of  its  equity,  since  as  clearly  shown  on  page  20;")  a  roj'alty  payable 
never  represents  an  asset  to  the  company  paying  it,  but,  instead,  a 
cost. 

Therefore,  the  inevitable  conclusion  is  that  the  Steel  Corporation 
in  appraising  its  ore  property  in  11)07,  just  as  in  the  case  of  its  esti- 
mate in  the  Hodge  suit  in  1902,  used  a  very  extravagant  valuation. 
It  may  be  noted  incidentally  that  the  fact  that  the  average  valuation 
in  1907  of  about  50  cents  per  ton  very  thoroughly  discredits  the  esti- 
mate of  $1  per  ton  used  by  the  Steel  Corporation  in  the  Hodge  suit 
in  1902. 

Great  Northern  {"Hill'')  ore  lease. — It  will  be  recalled  that 
on  January  1,  1907,  the  Steel  CVirporation  leased  the  bulk  of  the  ex- 
tensive ore  holdings  of  the  Great  Northern  Railway  system  on  the 
basis  of  an  85-cent  royalty  for  59  per  cent  (dried)  ore,  Avith  an  in- 
crease of  3.4  cents  per  ton  each  successive  year. 

This  high  rate  of  royalty  has  frequently  been  cited  in  discussions 
of  the  ore  industry  as  conclusive  evidence  of  a  very  i^ronounced  ap- 
preciation in  the  value  of  ore  properties  since  1901.  The  Bureau, 
however,  interprets  this  transaction  in  a  very  dilferent  light. 

The  essential  facts  in  this  transaction  may,  for  convenience,  be 
briefly  restated: 
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1.  The  property  leased  consists  partly  of  fee  ore  and  partly  of 
leaseholds  in  ^Minnesota,  covering  altogether  something  less  than 
10,000  acres  of  ore  lands. 

2.  The  rates  of  royalty,  which  include  the  charges  for  the  rail 
transportation,  as  well  as  dockage  charges,  were  as  follows  for  the 
year  1907 : 


Per  cent 
iron. 

Royalty 
per  ton. 

Per  cent 
iron. 

Royalty 
per  ton. 

Per  cent 
iron. 

Royalty 
per  ton. 

49 

SI.  1680 

55 

■51.4572 

61 

$1.7464 

50 

1.2162 

56 

1.5054 

62 

1.  7946 

51 

1.2644 

57 

1.5536 

63 

1.8428 

53 

1.  3126 

58 

1.  6018 

64 

1.8910 

53 

1.3608 

59 

1.6600 

65 

1. 9392 

54 

1.4090 

60 

1.  6982 

66 

1.9874 

with  an  increase  of  3.4  cents  per  ton  every  year,  for  all  grades  speci- 
fied above. 

3.  The  minimum  tonnage  upon  which  royalty  must  be  paid  is  very 
high,  as  follows :  For  1907  a  minimum  of  750,000  tons,  with  a  cumu- 
lative additional  minimum  of  750,000  tons  for  each  year  thereafter 
until  1917,  when  the  minimum  will  reach  8,250,000  tons,  remaining 
fixed  at  that  figure  until  the  expiration  of  the  lease. 

4.  The  Great  Western  Mining  Company,  the  lessee  (a  subsidiary 
of  the  Steel  Corporation),  agrees  to  ship  all  the  ore  over  the  Great 
Northern  Railway  to  the  port  of  Superior,  on  Lake  Superior. 

5.  The  term  of  the  lease  extends,  with  respect  to  fee  ore,  "  until  all 
merchantable  ore  49  per  cent  and  richer  in  iron'  shall  have  been 
shipped ;  "  and,  with  respect  to  leaseholds,  during  the  "  term  of  the 
leases  under  which  such  lands  are  held,  less  three  months." 

6.  A  special  provision  in  the  agreement,  however,  permits  the 
cancellation  of  the  lease  by  the  Steel  Corporation  on  January  1,  1915, 
upon  gi^'ing  two  years'  previous  notice. 

For  ore  less  than  49  per  cent,  the  total  charge  is  fixed  at  $1.10  per 
ton  without  change  or  annual  increase,  provided  that  if  any  ores  are 
mined  from  subleases  on  which  there  is  a  higher  royalty  payment, 
then  the  Steel  Corporation's  royalty  shall  be  equal  to  that  stipulated 
in  the  original  lease.  There  were  some  minor  modifications  of  the 
arrangement,  particularly  with  respect  to  the  date  of  payment  of 
dockage  charges,  and  advance  royalties,  which  need  not  be  stated 
here- 
of these  various  provisions,  there  are  three  which  call  for  par- 
ticular attention,  namely,  (1)  the  very  high  rate  of  royalty,  with  the 
annual  increase  of  3.4  cents  per  ton;  (2)  the  large  minimum  tonnages, 
and  (3)  the  right  of  the  lessee  to  cancel  the  lease  in  1915. 
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The  rate  of  $1.65  per  ton  for  59  per  cent  dried  ore  for  1907,  above 
given,  as  already  stated  in  Chapter  V,  includes  the  transportation  of 
the  ore  to  Lake  Superior,  and  dockage  there.  The  regular  charge  for 
this  service  has  always  been  80  cents  per  gross  ton  for  the  railroad 
in  question.  Therefore,  the  base  rate  of  royalty  for  1907  may  be  con- 
sidered as  the  diilerence  between  this  total  charge  of  $1.65  and  the  80 
cents  per  ton  for  transportation  and  dockage,  or,  in  other  words,  85 
cents  per  gross  ton.^ 

This  net  royalty  of  85  cents  for  59  per  cent  dried  ore,  however, 
applied  only  in  tlie  year  1907.  In  the  next  year  there  was,  as  already 
stated,  an  increase  of  3.4  cents  per  ton,  and  a  further  increase  of  a 
like  amount  in  every  succeeding  year,  thus  making  the  actual  net  roy- 
alties per  ton,  yearly,  for  the  period  from  1907  to  1916,  as  follows: 


Year. 

Net  base 
royalty 
per  ton. 

Yi.ar. 

Net  base 
royalty 
per  ton. 

1907 

SO.  850 
.884 
.918 
.952 
.986 

1912                                       

11  020 

1908 

1913 

1909 

1914         ...    

1.088 

1910 

1915 

1.122 

1911 

1916            

1.156 

' 

This  increase  of  3.4  cents  per  ton,  yearly,  is  equivalent  to  4  per  cent 
simple  interest  on  the  original  net  royalty  of  85  cents  per  ton.  The 
same  -addition,  however,  was  made  for  all  ore  of  49  per  cent  iron 
content  and  above,  irrespective  of  quality.  Therefore,  for  the  lower 
grades,  this  addition  of  3.4  cents  per  ton  is  equivalent  to  a  little  more 
than  4  per  cent.  On  the  other  hand,  of  course,  in  the  case  of  the 
higher  grades  of  ore,  it  would  be  somewhat  less  than  4  per  cent. 

The  royalties  thus  far  paid  under  the  lease  indicate  that  the  ore 
^vhich  has  been  exti'acted  runs  only  a  little  less  than  59  per  cent  iron 
content  when  dried.  Such  ore  corresponds  approximately  to  a  53 
per  cent  ore  in  its  natural  state. 

'  The  net  royalties  for  the  other  grades  of  ore,  as  already  stated,  varied  in  accordance  with  a  sliding-scale 
arrangement.    These  royalties  in  1907,  less  transportation  charges,  would  have  been  as  follows: 


Per  cent 
iron. 

Royalty, 

net,  per 

ton. 

Per  cent 
iron. 

Royalty, 

net,  per 

ton. 

Per  cent 
iron. 

Royalty, 

net,  per 

ton. 

Under  49 
49 
60 
51 
62 
53 
64 

$0. 3000 
.3680 
.4162 
.4644 
.5126 
.  6608 
.0090 

66 
56 
57 
58 
69 
60 
61 

$0. 6572 
.7054 
.7636 
.8018 
.8600 
.8982 
.9464 

62 
63 
64 
65 
66 

SO.  9946 
1. 0428 
1.0910 
1. 1392 
1. 1874 

For  each  successive  year  after  1907  there  is  also  an  increase  of  3.4  cents  per  ton  for  ore  of  49  per  cent 
and  over. 
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This  bnse  rate  of  royalty  in  the  Hill  lease  was  far  in  excess  of  the 
going  rates  for  similar  ore  at  this  time,  and,  taken  in  connection  with 
the  annual  increment  of  BA  cents  per  ton,  which  was  a  very  extraor- 
dinary provision,  these  royalties  were  unprecedented.  It  is  true 
that  occasional  leases  had  been  made  at  as  high  as  a  dollar  per  ton, 
without,  however,  any  annual  increment  for  interest.  But  such 
leases  were  decidedly  exceptional,  and  also  applied  to  comparatively 
small  parcels  of  ore  of  superior  quality  or  availability.  The  royalty 
rates  on  new  leases  for  the  Steel  Corporation  during  the  period  from 
1907  to  1910  were  very  much  lower,  and  none  of  them  approached 
that  of  the  Hill  lease.  The  following  tabular  statement  shows  sub- 
stantially the  terms  of  royalty  for  all  leases  of  Mesabi  Range  proper- 
ties made  by  the  Steel  Corporation  from  1907  to  1910,  inclusive,  in- 
cluding renewals  of  former  leases. 

Table  42.— RATES  OF  ROYALTY  STIPULATED  IN  LEASES  MADE  BY  THE  STEEL 
CORPORATION  (INCLUDING  RENEWALS)  OF  ORE  PROPERTIES  IN  THE  MESABI 
RANGE,  1907-1910. 


Mine. 

Royalty. 

Mine. 

Royalty. 

I.  Renewals  or  extensions  ol  prior  loase?: 
Park  Lot i 

SO.  60 
.25 

J    1..35-.60 
1    S.20-.45 
.25 
.36 
.50 
.25 

III.  Other  leases,  1907-1910: 
1 

S0.75 

Oscar  Mitchelllease 

1 

^  35   45 

II.  Leases  made,  1907-1910,  but  under 

Republic  Forty. .. .; 

5.35 

option  previous  thereto: 

1 

.75 

1 

76 

1 

.25  .35 

1 

1 

25 

1 

Simple  average  all  leases  (using  means 
where  royalty  fakes  form  of  a  range  of 
price) 

1 

Mooswa  lease 

4373 

1  Not  designated  by  name  of  mine  but  by  surveying  specifications. 

'  Ore  over  58  per  cent  iron  and  under  0.05  per  cent  phosphorus,  advancing  from  1908  to  1928. 

3  Other  ore  advancing  from  1908  to  1928. 

'  Thirty-flve  cents  for  first  five  years. 

6  Taken  for  surface  purposes  and  not  considered  valuable  for  ore. 

The  average  rate  of  royalty  for  these  Mesabi  Eange  properties 
during  this  period  was,  therefore,  about  44  cents  per  ton. 

The  Steel  Corporation  during  this  period  entered  into  a  few  new 
leases  or  renewals  of  leases  on  the  old  ranges  and  also  in  the  Baraboo 
district — less  than  a  dozen  in  all.  Most  of  the  leases  of  old  range 
properties  provided  for  a  sliding-scale  royalty  dependent  on  the  price 
of  ore  at  Cleveland.  It  is  impossible,  therefore,  to  say  what  the 
royalty  at  any  future  time  will  be.  Using  the  highest  price  for  ore 
at  Cleveland  thus  far  reported — $5  per  ton — the  average  royalty  in 
these  leases  would  be  under  40  cents  per  ton.  The  royalties  in  the 
Baraboo  leases  ranged  from  only  10  to  20  cents  per  ton,  the  ore  in  this 
district  being  of  a  rather  low  grade. 
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>Since  the  Hill  properties  leased  by  the  Steel  Corporation  were 
all  on  the  Alesabi  Eange,  it  seems  fairer  to  use  the  average  for  that 
range  only  for  comparison  -with  these  recent  leases  by  the  Corpora- 
tion, although  the  average  for  this  region  is  higher  than  that  for  all 
leases  made  by  the  Corporation  in  these  years  in  the  entire  Lake  dis- 
trict. The  average  rate  for  all  the  leases,  excluding  those  in  the 
Baraboo  district,  as  nearly  as  can  be  computed  from  available  data 
would  be  less  than  40  cents. 

It  is  believed  that  the  average  content  of  the  ore  covered  by  the 
Mesabi  leases  listed  in  the  foregoing  table  is  not  very  far  from  53 
per  cent — or  5!)  per  cent  when  dried — the  base  grade  in  the  Hill  lease. 
Therefore,  it  seems  entirely  fair  to  compare  the  average  royalties 
shown  by  the  above  table  with  the  royalty  for  59  per  cent  dried  ore, 
as  stipulated  in  the  Hill  lease.  Extensive  data  gathered  by  the 
Bureau  for  the  average  yield  of  Lake  ores  used  in  blast  furnaces  from 
1002  to  1906,  inclusive,  covering  a  large  percentage  of  the  Lake  ore 
sold  and  used  in  these  years,  sIioav  an  average  natural  iron  content 
of  about  53.0  per  cent.  By  far  the  greater  part  of  this  was  Mesabi 
ore. 

It  will  be  seen  that  in  only  three  of  the  leases  mentioned  in  the 
foregoing  table,  namely,  the  three  leases  at  a  75-cent  royalty,  do  the 
royalties  apjDroach  anywhere  near  the  base  royalties  of  the  Hill  lease 
for  the  year  1907,  and  when  account  is  taken  of  the  fact  that  the  Hill 
royalties  increase  each  year,  the  disparity  is  all  the  more  marked. 

The  question,  therefore,  arises  as  to  why  the  Steel  Corporation 
entered  into  this  lease  under  the  onerous  conditions  noted.  The  only 
reasonable  exjDlanation  which  the  Bureau  has  found  for  this  unusual 
transaction  is  that  it  was  designed  to  prevent  this  ore  from  falling 
into  the  hands  of  competitors  of  the  Corporation.  Had  this  ore  been 
sold  or  leased  in  small  parcels  to  a  large  number  of  independent  pro- 
ducers, this  might  have  tended  to  depress  the  pricfe  of  ore  as  well  as 
to  foster  competition  in  the  manufacture  of  iron  and  steel.  On  the 
other  hand,  if  these  ore  lands  were  simply  held  by  the  Great  North- 
ern interests  without  develoiDment,  tliis  would  leave  the  opportunity 
open  for  the  organization  of  a  very  important  rival  to  the  Steel  Cor- 
poration. At  this  time,  however,  the  Steel  Corporation  was  the  only 
concern  in  the  iron  and  steel  business  which  was  in  a  position  to  con- 
sider the  acquisition  of  these  Hill  ore  lands  in  a  single  block.  By 
securing  control  of  these  enormous  reserves  the  Steel  Corporation 
obviously  strengthened  its  control  of  the  ore  industry  and  at  the  same 
time  put  substantial  obstacles  in  the  way  of  further  competition  in 
the  iron  and  steel  industry. 

The  Steel  Corporation  specifically  denies  that  this  lease  was  in- 
tended thus  to  head  off  competition,  and,  instead,  contends  that  it 
was   desired  merely   in   order   to   strengthen  the   Corporation's  ore 
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reserves.  At  the  time  this  lease  w;is  entered  into,  however,  the  Cor- 
poration had  fully  a  thirty  years"  supply  (and  perhaps  a  fifty  years' 
supply)  of  ore  under  its  control.  Had  this  Hill  ore  been  acquired 
at  a  bargain  price,  an  obvious  reason  for  its  acquisition  would  be 
furnished;  but  in  view  of  the  extraordinarily  high  rate  of  royalty 
at  which  this  ore  was  taken  over  and  the  other  onerous  conditions  in 
the  lease,  particularly  the  high  minimum  tonnage  stipulated,  the  only 
reasonaljle  explanation,  in  the  ojninion  of  the  Bureau,  is  that  the 
Corporation  chiefly  desired  to  forestall  competition.  The  high 
royalty'  named  in  this  lease,  therefore,  instead  of  being  proof  of  a 
marked  appreciation  in  ore  values,  is  rather  an  indication  of  the 
extent  t(j  which  the  Steel  Corporation  was  ready  to  go  in  order  to 
prevent  this  ore  from  falling  into  the  hands  of  rival  interests. 

In  view  of  the  exceptionally  high  royalties  stipulated  in  this  lease, 
it  is  hardl}'  surprising  that  the  Steel  Corporation  did  not  claim,  in 
its  appraisal  of  1!)07  above  discussed,  any  value  for  this  lease  in  the 
schedule  of  its  assets. 

Considering  the  great  value  which  has  been  claimed  for  it  by  some 
Avriters  upon  iron  and  steel  matters,  this  fact  is  at  least  interesting. 
Obviously,  however,  a  lease  at  a  royalty  far  above  the  going  rate  of 
royalty  for  ore  of  similar  character  has  no  transfer  value  and  there- 
fore no  equity  value  which  would  warrant  the  Corporation  in  treating 
it  as  an  asset.  Indeed,  in  view  of  the  extremely  high  rate  of  royalty 
and  the  high  minimum  requirements,  this  lease  may  perhaps  be 
regarded  as  an  onerous  burden  rather  than  an  asset. 

In  this  connection,  the  clause  in  the  lease  which  permits  the  Steel 
CorjDoration  on  two  years'  notice  to  cancel  the  lease  on  January  1, 
1015,  is  perhaps  significant.  Indeed,  there  have  been  rather  definite 
intimations  by  officials  of  the  Corporation  that  this  ojDtion  may  be 
exercised. 

Section  10.  Comparison  of  the  investment  of  the  Steel  Corporation  at  the 
close  of  1910  with  its  capitalization  at  that  date. 

The  Steel  Corporation  has  made  no  detailed  appraisal  of  its  various 
properties  since  the  close  of  December,  1907.  The  investment  in 
these  properties  at  the  close  of  1910,  as  computed  by  the  Bureau,  has 
already  been  given  in  Table  39,  on  page  311.  This  investment  may 
now  be  compared  with  the  total  capitalization  of  the  Corporation. 
This  is  done  in  the  following  table,  which  also  gives  a  similar  com- 
parison for  each  year  of  the  period  1901-1910.  Purchase-money 
obligations  and  sundry  mortgages  are  here  as  elsewhere  included  as 
part  of  the  capitalization.     (See  also  Table  41,  p.  328.) 
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TABLE  43.-COMPARISON  OF  TOTAL  INVESTMENT  IN  TANGIBLE  PROPERTY  OF  STEEL 
CORPORATION,  AS  COMPUTED  BY  BUREAU,  WITH  OUTSTANDING  CAPITALIZATION. 
YEARLY,  1901-1910. 


Year  ended  Dec.  31— 

Total  capitali- 
zation.! 

Total  invest- 
ment in  tangi- 
ble property  as 

computed  by 
Bureau. 

Intangible  con- 
siderations and 
water. 

1901 3                                                         

$1,402,846,817 
1,398,241,589 
1,388,928,478 
1,442,605,000 
1,444,829,189 
1,441,999,234 
1,434,971,977 
1,474,162,812 
1,465,976,790 
1,477,731,505 
1,468,033,260 

'$682,053,385 

698,869,756 

763,574,919 

806,615,979 

818,238,143 

874,840,920 

947,397,884 

1,078,763,602 

1.090,425,487 

1,146,875,993 

1,186,982,038 

2  $720, 793, 432 
699,371,833 
625,353,559 
635,989,021 
626,591,046 
567,158,314 
487,574,093 
395,399,210 
375,551,303 
330,855,512 
281,051,222 

1901 

1902                                                          

1903 

1904 

1905 

1906 

1907 

1908 

1909 

1910 

1  Including  bonds,  mortgages,  and  purchase-mono y  obligations,  but  excluding  unacquired  stock  of  sub- 
sidiary companies.    (See  Table  44.) 

2  The  slight  difference  between  these  figures  and  those  given  on  page  239  is  due  to  the  fact  that  the 
investment  there  was  stated  in  round  numbers. 

3  April  1,1901. 

I 

From  this  table  therefore  it  ajopears  that  the  investment  in  the 
tangible  proj^erty  of  the  Corporation  increased  from  $682,053,385 
on  April  1,  1901,  to  $1,186,982,038  on  December  31,  1910.  The  excess 
of  capitalization  over  tangible  property  investment  decreased  in  the 
meantime  from  $720,793,432  to  $281,051,222,  or  by  nearly  $439,750,000. 

It  is  ajoparent,  therefore,  that  a  considerable  part  of  the  "water" 
in  the  original  capitalization  of  the  Corporation  has  been  eliminated. 
This  comparison,  however,  does  not  exactly  show  the  amount  of 
such  reduction — ^first,  because  it  is  not  claimed  that  the  entire  excess 
of  capitalization  over  tangible  property  investment  in  either  case  is 
all  "water;"  and,  second,  because  the  capitalization  of  the  Cor- 
poration had  changed  considerably  during  the  interval  from  April  1, 
1901,  to  December  31, 1910.  In  the  first  place,  a  considerable  amount 
of  bonded  debt  had  been  retired.  On  the  other  hand,  a  large  amount 
of  new  bonded  indebtedness  had  been  created,  or  had  been  assumed, 
resulting  in  a  net  increase  in  this  item.  Moreover,  in  1903,  $150,- 
000,000  of  preferred  stock  was  converted  into  an  equal  amount  of 
bonds  through  the  so-called  "  conversion  i^lan,"  which  is  fully  dis- 
cussed in  Chapter  VIII. 

The  Steel  Corporation  undoubtedly  would  contend  that  there 
was  not  a  disparity  of  $281,000,000  between  its  total  capitalization 
and  the  actual  value  of  its  property  at  the  close  of  1910.  The  total 
valuation  claLmed  by  the  Steel  Corporation  in  its  balance  sheet 
of   1910  was   approximately   $1,693,000,000,   or  about  $225,000,000 
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over  and  above  the  outstanding  capitalization,  as  above  stated.  Of 
this  excess,  approximately  $164,000,000  was  in  the  form  of  surplus, 
and  the  balance  in  sundry  reserves.  This  balance-sheet  valuation 
as  compiled  by  the  Steel  Corporation  exceeds  the  investment  as  com- 
puted by  the  Bureau  by  $506,000,000.  Hovsrever,  the  Corporation's 
total  includes,  first,  an  excessive  valuation  for  its  natural  resources, 
particularly  ore ;  and,  second,  the  so-called  "  merger  value  "  attaching 
to  its  various  properties  because  of  their  combination  and  coordina- 
tion under  a  single  control. 

With  respect  to  the  ore,  it  is  certain  that  there  is  no  such  value 
in  the  ore  property  as  the  Steel  Corporation  claims.  This  has  been 
conclusively  demonstrated  in  the  preceding  pages,  in  analyzing  the 
Corporation's  appraisal  of  its  ore  property  in  1907.  Furthermore,  a 
large  part  of  whatever  actual  appreciation  has  occurred  in  ore  values 
certainly  must  have  been  due  to  the  rapid  concentration  of  ore  prop- 
erty in  the  hands  of  a  few  interests,  and  particularly  in  the  hands 
of  the  Steel  Corporation  itself. 

The  capitalization  of  the  appreciation  in  the  value  of  a  natural 
resource,  like  iron  ore,  in  the  absence  of  competitive  ownership,  pre- 
sents a  problem  of  far-reaching  importance.  Assume,  for  instance, 
for  the  purposes  of  argument,  that  the  Steel  Corporation  could  prove 
an  actual  appreciation  in  its  ore  property  of,  say,  $100,000,000.  This 
would  mean  that  a  considerable  part  of  such  appreciation  must  be 
attributed  to  the  concentration  of  control  of  such  property,  since 
under  scattered  and  competitive  ownership  there  is  always  a  tendency 
on  the  part  of  some  holders  to  sell  at  a  very  small  profit  rather  than 
carry  their  property  without  a  return  thereon  and  thus  to  keep  down 
values.  If  it  were  conceded  that  such  appreciation  could  properly 
be  capitalized  and  used  as  a  basis  for  distributing  profits,  then  there 
is  nothing  to  prevent  a  further  recapitalization  of  this  ore  prop- 
erty at  a  still  greater  appreciation  at  some  time  in  the  future,  when 
the  value  may  be  still  more  greatly  influenced  by  the  concentration 
of  control.  In  this  way,  it  will  be  seen,  a  great  concern  like  the  Steel 
Corporation  might  repeatedly  recapitalize  its  natural  resources,  and 
use  this  capitalization  in  such  a  way  as  to  really  conceal  its  true  rate 
of  profit.  To  permit  a  concern  which  has  acquired  control  of  a  very 
substantial  fraction  of  the  total  supply  of  a  natural  resource  like 
iron  ore,  thus  to  capitalize  and  recapitalize  this  property  involves 
therefore,  as  just  stated,  problems  of  vital  interest  to  the  public. 

The  Steel  Corporation  attaches  great  importance  to  the  element 
of  so-called  merger  value,  contending  that  the  mere  merging  of  its 
various  properties  under  a  single  control  imparts  to  them  collectively 
a  \'alue  very  greatly  in  excess  of  the  sum  of  their  respective  values 
as  separate  entities.    It  may  be  conceded  that  some  increase  in  value 


326  THE    STEED  INDUSTRY. 

is  thus  brought  about.  The  merging  of  such  properties  and  their 
coordination  under  a  single  control  tends  to  permit  a  more  economical 
operation  which  may  fairly  be  regar4ecl  as  imparting  an  additional 
^alue  to  them.  A  large  part  of  what  is  ordinarily  called  merger 
value,  however,  is  really  little  more  than  the  increased  earning  power 
due  to  the  i-eduction  or  elimination  of  actual  or  potential  competition. 

Therefore,  it  should  be  apparent  that  while  the  merging  of  various 
properties  under  a  single  control  may  actually  increase  their  value, 
and  more  particularly  their  earning  power,  it  would  be  entirely  un- 
justifiable to  credit  a  company  having. substantial  control  of  an  in- 
dustry, or  a  high  degree  of  control,  with  the  full  amount  of  such 
so-called  merger  value.  To  allow  such  a  company  credit  for  the  full 
merger  value  which  it  might  shoAV  by  reason  of  increased  earnings 
under  these  circumstances  would  involve  a  fundamental  fallacy,  since 
the  reasonableness  of  the  earnings  themselves  must  first  be  estab- 
lished. Under  free  and  fair  competition  it  is  generally  assumed  that 
the  actual  rate  of  earnings  is  a  fair  rate.  When,  however,  competi- 
tion has  been  substantially  eliminated,  or  restricted,  through  consoli- 
dation, this  assumption  is  no  longer  valid,  and  in  this  case  practi- 
cally the  only  available  test  of  the  reasonableness  of  the  profits 
is  their  relation  to  the  actual  investment  in  the  property  from  the 
operation  of  which  they  are  derived.  Therefore,  the  Bureau,  while 
admitting  that  there  is  a  certain  element  of  merger  value  attaching 
to  the  properties  of  the  Steel  Corporation,  has  made  no  specific  addi- 
tion therefor  to  the  investment  in  the  tangible  property  as  already 
computed. 

In  Table  44  there  is  presented  a  constructive  balance  sheet  of  the 
Steel  Corporation  for  December  31  of  each  year  from  1901  to  1910, 
inclusive,  compiled  by  substituting  for  the  inflated  property  account 
as  shown  on  the  Corporation's  books  the  iiivestment  in  fixed  property 
as  computed   by   the  Bureau.     The   current   liabilities   are  shown. 
No  surplus  is  of  course  shown,  because  instead  the  undivided  pro- 
fits   retained    in    the    business    and    added    to    surplus    on    the 
Corporation's    books     are     here     used    to     reduce    the     item    of 
"  intangible  considerations  and  .water."     It  may  be  noted  that  the 
accrued  balances  of  certain  contingent  and  insurance  funds  carried 
on  the  Corpor_ation's  balance  sheet  are  not  deducted  fronr  the  iuAest- 
ment  here,  although  in  discussing  profits  later  the  entire  amounts 
set  aside  from  earnmgs  to  these  funds  are  allowed.    The  actual  in- 
vestment at  any  given  time  includes  of  course  the  amount  of  such 
unexpended  balances;  on  the  other  hand  the  contingency  that  they 
may  be  needed  at  any  time  justifies  their  exclusion  from  profits.    Of 
course,  as  these  funds  are  actually  exhausted  the  investment  is  cor- 
respondingly reduced. 
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The  gross  current  assets  are  shown,  and  not  merely  the  net,  these 
agreeing  with  the  amounts  stated  in  the  Steel  Corporation's  reports. 
It  is  necessary,  therefore,  to  deduct  the  current  liabilities  in  order 
to  arrive  at  the  investment  as  stated  in  Table  -iS. 

It  may  also  be  noted  that  the  small  amount  of  unacquired  stock  in 
subsidiary  concerns  which  in  this  report  has  not  been  treated  as  a 
part  of  the  total  capitalization  of  the  Steel  Corporation  is  here  in- 
cluded. 
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CHAPTER  VII. 

PROFITS  OP  THE  STEEL  CORPORATION  COMPARED  WITH  ITS 

INVESTMENT. 

Section  1.  Form  of  income  account. 

Having  determined  approximately  the  real  investment  of  the  Steel 
Corj)oration  yearly  since  its  organization,  it  now  remains  to  consider 
its  profits  in  relation  to  that  investment. 

Before  making  this  comparison  it  is  desirable  to  discuss  briefly 
the  form  of  the  income  statement  of  the  Steel  Corporation,  as  given 
in  its  annual  reports,  so  as  to  make  clear  certain  rearrangements  later 
made  by  the  Bureau.  A  copy  of  this  statement  for  the  year  1910, 
which  is  substantially  representative  for  all  years,  follows: 

Table  45.— PROFIT  AND  LOSS  AND  INCOME  ACCOUNTS,  UNITED  STATES  STEEL 
CORPORATION  AND  SUBSIDIARY  COMPANIES,  FOR  YEAR  ENDING  DECEM- 
BER 31,  1910.1 

Condensed  general  profit  and  loss  account. 

Gross   receipts  :   Gross  sales  and  earnings ?703,  961,  424.  41 

Operating  charges,  viz  : 

Manufacturing  and  producing  cost  and  operating 
expenses,  Including  ordinary  maintenance  and 
repairs  and  provisional  charges  for  deprecia- 
tion     2?553,  532,  384.  83 

Administrative,  selling,  and  general  expenses, 
and  employees'  compensation  under  bonus  plan 
(not  Including  general  expenses  of  transpor- 
tation  companies) 17,115,807.27 

Taxes  (including  allowance  for  corporation  ex- 
cise tax)    9,161,436.95 

Commercial  discounts  and  interest 3,  545,  810.  90 

583,  395,  439.  95 
Less  amount  included  In  above  charges  for  pro- 
visional   reasrves    for    depreciation    now    de- 
ducted  for   purpose   of   showing   the  same   in 
separate  item  of  charge,   as  see  below 24,  816,  596.  71 

559,  078,  843.  24 

Balance   144,  882,  581.  17 

Sundry  net  manufacturing  and  operating  gains  and 
losses,  Including  Idle  plant  expenses,  royalties  re- 
ceived, adjustments  In  Inventory  valuations,  etc 1,  931,  :'>27.  90 

Rentals   received    707,  020.  24 

2,  728,  348. 14 


Total  net  manufacturing,  producing,  and  operating  Income  before 

deducting  provisional  charges  for  depreciation 147,  610,  929.  31 

1  As  given  In  the  annual  report  for  that  year. 

"  Includes   charges   for   ordinary   maintenance   and    repairs,   approximately   $41,000,000. 
330 
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Other  income : 

Net  profits  of  properties  owned,  but  whose  opera- 
tions (gross  revenue,  cost  of  product,  ex- 
penses, etc.)  are  not  included  in  this  state- 
ment    $338,  231.  97 

Income  from  sundry  investments  and  interest  on 

deposits,   etc.   2,  786,  588.  68 

— $3,  124,  820.  65 

Total    150,  735,  749.  96 

Interest  charges : 

Interest  on  bonds  and  mortgages  of  the  subsid- 
iary companies 7,  124,  072.  96 

Interest  on  purchase-money  obligations  and  spe- 
cial deposits  or  loans  of  the  subsidiary  com- 
panies      139,  380.  70 

7,  263,  453.  66 

Balance,  being  the  aggregate  earnings  of  the  several  companies 
for  the  year  before  deducting  provisional  charges  for  depre- 
ciation        143,  472,  296.  30 

Less  net  balance  of  profits  earned  by  subsidiary  companies  on  sales  made 
and  service  rendered  account  of  materials  on  hand  at  close  of  year  in 
purchasing  companies'  inventories,  and  which  profits  have  not  yet 
been  realized  in  cash  from  the  standpoint  of  a  combined  statement 
of  the  business  of  the  United  States  Steel  Corporation  and  subsidiary 
companies 2,  417,  541.  79 

Earnings  for  the  year  1910,  per  income  account 141,  054,  754.  51 

Less  allowance  for  various  depreciation  funds 24,  316,  596.  71 

Net  earnings  in  the  year  1910 116,  738,  157.  80 

ConsoUdaied  income  account. 

Total  earnings  of  all  properties  after  deducting  all  expenses  incident  to 
operations,  including  those  for  ordinary  repairs  and  maintenance  (ap- 
proximately $41,000,000j,  employees'  compensation  under  bonus  plan, 
provisional  allowance  for  corporation  excise  tax,  and  also  interest  on 
bonds  and  fixed  charges  of  the  subsidiary  companies,  per  general  profit 

and  loss  account 141,  054,  754.  51 

Less  allowance  for  the  following  purposes,  viz  : 

Slnldng  funds  on  bonds  of  subsidiary  companies.       $2, 176,  041.  18 
Depreciation      and      extraordinary      replacement 

funds 22, 140,  555.  53 

24,  316,  596.  71 

Net  earnings  in  the  year  1910 116,  7;;8,  157.  80 

Deduct : 

Interest  on  United  States  Steel  Corporation  bonds 
outstanding,  viz — 

Fifty-year  5  per  cent  gold  bonds 13,  803,  ?,7C>.  64 

Ten-sixty  year  5  per  cent  gold  bonds 9,  563,  oS:j.  89 

Sinliing  funds  on  United  States  Steel  Corpora- 
tion bonds,  viz  (representing  an  allowance  for 
depreciation  in  addition  to  the  $24,316,596.71 
deducted  above) — 

Annual  installment  on  fifty-year  5  per  cent 

gold  bonds 3,  040,  000.  00 

Annual  installment  on  ten-sixty  year  5  per 

cent  gold  bonds 1,010,000.00 

Interest  on  above  bonds  in  sinking  funds 1,  831,  089.  47 

29,  247,  850.  00 

87,  490,  307.  80 
Less  net  balance  of  sundry  receipts  and  charges,  including  adjustment 

of  various  accounts 83  ;|^2'>  98 

Balance 87,  407, 184.  ii 
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Dividends  for  the  year  1910  on  United  States   Steel 

Corporation  stocks,  viz  : 

Preferred $25,  219,  6T7.  00 

Common  25,415,125.00 

common  — _ —  ^ ^     ^^^^  ^^^  g^^.  OQ 

Surplus  net  income  for  the  year 2^>  '^'^2,  382.  82 

Appropriated  from  surplus  net  income  for  the  follow- 
ing purposes,  viz  : 

On  account  of  expenditures  made  on  authorized 
appropriations  for  additional  property,  new 
plants  and  construction,  and  for  discharge  of 

capital    obligations 15,000,000.00 

Specifically  set  aside  for  account  of  construction 

expenditures  at  Gary,  Ind.,  plant 10,  000,  000.  00 

For    reserve    fund    to    cover    advanced    mining 

royalties 1,  000,  000.  00 

. 26,  000,  000.  00 

Balance  of  surplus  for  the  year 10,  772,  382.  82 

Undivided  surplus  on  December  31,  1909 95,401,395.51 

Loss  charges  during  the  year  1010  against  the  fore- 
going balance 735,  059.  66 

94,  066,  335.  85 

Total  undivided  surplus  December  31,  1910,  exclusive  of  capital 
surplus  provided  in  organization  and  of  subsidiary  companies' 
intercompany  profits  In  inventories 105,  438,  718.  67 

The  primary  purpose  of  the  foregoing  statement  is,  of  course,  to 
furnish  the  stockholders  or  the  investing  public  such  information 
on  earnings  and  profits  as  will  show  the  total  amount  available  for 
interest  and  dividend  distribution,  and  the  amount  of  surplus  re- 
maining. The  figures  as  here  given  embrace  the  combined  statements 
of  the  various  subsidiary  concerns  controlled  by  the  Steel  Corpora- 
tion. The  gross  sales  and  earnings,  therefore,  as  given  here  are  the 
gross  receipts  from  sales  of  the  various  products  manufactured, 
inchiding  intercom'panij  operations,  and  the  gross  earnings  of  the 
various  transportation  and  miscellaneous  companies.  From  these 
gross  sales  and  earnings  are  deducted  the  manufacturing  and  pro- 
ducing costs  and  operating  expenses.  These  manufacturing  and  pro- 
ducing costs  are  the  aggregate  costs  of  the  subsidiary  companies,  in- 
cluding payments  of  one  subsidiary  company  to  another  for  materials, 
and  include  all  the  customary  items,  such  as  cost  of  raw  materials, 
labor,  and  other  conversion  costs;  also  the  expenditures  for  ordinary 
maintenance  and  repairs  discussed  in  Chapter  VI,  and,  moreover,  the 
"  provisional  charges  for  depreciation."  Some  of  these  pi-ovisional 
depreciation  allowances  are,  as  jDreviously  stated,  merely  charges  for 
the  bond  sinking  funds  of  subsidiary  companies  and  are  not  techni- 
cally a  part  of  this  manufacturing  and  producing  cost,  nor  of  depre- 
ciation, although  treated  as  such.  (See  p.  840.)  It  should  be  noted 
that  these  depreciation  charges  do  not  include  the  so-called  deprecia- 
tion provisions  (sinking  funds,  etc.)  of  the  Steel  Corporation  itself. 
All  these  provisional  depreciation  allowances,  however,  are  taken  out 
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of  costs  at  this  point  in  order  to  deduct  them  from  profits  hiter  in  a 
single  group.^ 

The  other  operating  charges  comprise  administrative,  selling,  and 
general  expenses  (except  that  general  expenses  of  transportation 
companies  are  included  under  the  ordinary  operating  expenses) ,  pro- 
vision for  employees'  bonus  funds  (see  p.  340),  taxes,  commercial 
discounts,  and  interest.  From  the  total  of  these  operating  charges 
there  are  deducted  the  provisional  charges  for  depreciation  above 
referred  to.  After  making  this  deduction  the  remaining  operating 
charges  are  deducted  from  the  gross  receipts,  leaving  a  balance  of 
operating  earnings  (without  deducting  depreciation),  to  which  are 
added  certain  sundry  gains  (or,  in  some  cases,  there  are  deducted 
certain  losses),  and  rentals.  The  addition  of  these  items  to  the 
previous  balance  gives  what  is  termed  the  "  total  net  manufacturing, 
producing,  and  operating  income,  before  deducting  provisional 
charges  for  depreciation." 

To  this  total  operating  income  is  added,  in  turn,  the  "  other  in- 
come "  of  the  Corporation,  which  consists  of  a  small  amount  of 
profits  from  miscellaneous  properties  owned  (but  the  operations  of 
which  are  not  included  in  the  income  account),  as  well  as  income 
from  sundry  investments,  interest  on  deposits,  etc.  From  the  total 
thus  reached  there  are  deducted  interest  on  bonds,  mortgages,  pur- 
chase-money obligations,  and  special  indebtedness  of  the  subsidiary 
companies,  the  remainder  being  the  profits  of  the  Steel  Corporation, 
exclusive  of  depreciation  charges.  A  further  adjustment  is  made  at 
this  point  to  allow  for  what  may  conveniently  be  called  "  deferred 
intercompany  profits "  of  subsidiaiy  companies.  These,  as  stated 
on  page  3i0,  are  boolckeeping  profits  on  transactions  between  differ- 
ent constituent  companies — as,  for  instance,  the  sale  of  ore  to  a  blast 
furnace — which  have  not  been  actually  realized,  owing  to  the  fact 
that  the  finished  material  into  which  such  products  have  gone  has 
not  yet  been  sold  to  outside  interests,  but  is  being  carried  in  inven- 
tories. In  other  words,  these  are  what  might  be  termed  "  locked-up 
profits." 

It  should  be  noted  that  the  amount  of  deferred  intercompany 
profits  deducted  in  any  year  in  the  profit  and  loss  account  of  the 
Steel  Corporation  is  not  the  total  amount  of  such  locked-up  profits, 
but  the  increase  from  year  to  year,  since  in  each  year  that  certain 
deferred  profits  are  released,  new  profits  in  turn  are  locked  up.  If 
the  operation  were  shown  in  complete  detail,  there  would  be  given  a 
separate  item  in  the  profit  and  loss  account  showing  as  an  addition 

1  It  may  be  noted  that  in  the  earlier  reports  of  the  Corporation  these  provisional  charges 
for  depreciation  were  not  included  in  the  manufacturing  and  operating  cost,  but  merely 
the  charges  for  ordinary  maintenance  and  repairs.  The  change  in  this  respect  was  made 
beginning  with  the  annual  report  for  1908. 


334  THE    STEEL.  INDUSTRY. 

to  the  earnings  the  amount  of  the  previously  deferred  intercompany 
profits  which  had  been  released  during  the  year,  and  another  item 
showing  the  amount  of  such  profits  locked  up  or  deferred  during  the 
year,  wliich  would  be  deducted  from  the  year's  earnings.  Obviously 
the  same  net  result  is  arrived  at  by  deducting  simply  the  increase  in 
the  amount  of  these  profits  locked  up  over  those  realized. 

The  deduction  of  this  item  of  deferred  intercompany  profits  from 
the  net  profits  gives  what  the  Corporation  terms  the  "  total  earnings  " 
of  the  subsidiary  companies.  From  these  "  total  earnings  "  are  then 
deducted  the  above-described  "  provisional  charges  for  depreciation  " 
(previously  taken  out  of  manufacturing  and  producing  cost) ,  namely, 
payments  to  bond  sinking  funds  of  subsidiary  companies  and  to 
depreciation  and  extraordinary  replacement  funds,  the  latter  includ- 
ing in  certain  years  payments  to  special  funds  for  depreciation,  im- 
provements, and  construction. 

Deducting  these  provisional  charges  for  depreciation  from  the 
"total  earnings"  leaves  the  "net  earnings"  available  for  distribu- 
tion upon  the  securities  of  the  Steel  Corporation  or  for  the  general 
purposes  of  the  company.  The  first  deduction  from  these  so-called 
net  earnings  is  for  the  interest  on  the  Steel  Corporation's  bonds  and 
the  provision  for  the  sinking-fund  requirements  thereon."^  From  the 
remaining  sum  are  jDaid  the  dividends  on  the  preferred  and  common 
stock,  the  balance  representing  the  surplus  earnings  for  the  year,  out 
of  which,  in  connection  with  previously  accumulated  surplus  earn- 
ings, the  Corporation  makes  its  appropriations  for  capital  expendi- 
tures or  for  writing  doAvn  its  property  account,  or  for  miscellaneous 
puri^oses. 

Section  2.  Comparative  income  account  of  Steel  Corporation,  1901-1910. 

Having  thus  briefly  described  the  general  character  of  the  items  in 
the  Steel  Corporation's  profit  and  loss  account  and  income  account,  a 
consolidated  statement  of  these  accounts,  yearly,  from  1901  to  1910, 
is  given  in  Table  46.  For  convenience  the  arrangement  has  been 
changed  somewhat  from  that  used  by  the  Corporation  and  just  given 
above,  particularly  in  the  condensation  of  items  which,  for  the  pres- 
ent purposes,  it  is  not  necessary  to  show  in  detail,  as,  for  instance,  the 
inclusion  under  one  head  of  taxes,  commercial  discounts,  and  interest. 
Furthermore,  the  restatement  of  entries  for  provisional  charges  for 
depreciation  in  the  reports  as  published  by  the  Corporation  has  been 
avoided  in  this  consolidated  account,  these  provisional  charo-es  beino' 
shown  but  once. 


'  A  minor  adjustment  is  made  by  the  Steel  Corporation  at  this  point  ;  it  is   relatively 
so  Inslgniflcant  as  to  require  no  discussion. 
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Before  analyzing  this  statement  of  income  the  general  course  of 
the  earnings  of  the  Corporation  may  be  noted.  On  the  whole  there 
has  been  a  marked  increase  in  the  volume  of  gross  sales  and  earnings, 
the  total  rising  from,  roughly,  $560,500,000  in  1902  to  nearly  $704,- 
000,000  in  1910 ;  this  figure,  moreover,  was  very  considerably  exceeded 
in  1907,  when  the  total  amounted  to  $757,000,000. 

The  "  total  income  "  of  the  Corporation,  after  deducting  the  ordi- 
nary manufacturing  costs,  miscellaneous  administrative  expenses, 
taxes,  and  other  charges  noted  in  the  table,  shows  a  less  pronounced 
change.'  Thus  this  total  income  in  1902  was,  roughly,  $139,400,000, 
and  but  little  in  excess  of  $150,700,000  in  1910,  an  increase  of  only 
about  8J  per  cent,  whereas  the  gross  sales  and  earnings  increased  by 
25  per  cent. 

The  total  net  earnings  as  thus  shown  by  the  Corporation's  reports, 
after  deducting  the  provisional  charges  for  depreciation,  increased 
from  $108,500,000  in  1902  to  over  $133,200,000  in  1907 ;  in  1910  they 
were,  roughly,  $116,700,000. 

The  total  net  earnings,  as  shown  by  the  Corporation's  reports,  for 
the  nine  and  three-fourths  years  covered  by  the  preceding  table 
amounted  to  $980,000,000,  or  an  average  of  almost  exactly  $100,000,- 
000  per  year.  The  extreme  range  was  from  $57,791,197  in  1904  to 
$133,244,929  in  1907.  This  comparison  well  illustrates  the  pronounced 
fluctuations  which  occur  in  the  iron  and  steel  industry.  In  1904, 
which  was  a  year  of  marked  depression,  the  earnings  of  the  Corpora- 
tion exceeded  its  fixed  charges  and  preferred-stock  dividend  by  only 
about  $5,000,000,  while  in  1907  the  excess  over  these  requirements 
was  more  than  $79,000,000. 

Section  3.  Revision  of  income  account  of  Steel  Corporation. 

If  all  the  items  in  the  Steel  Corporation's  income  account  could  be 
accepted  for  the  present  purpose  without  change,  then  all  that  would 
be  necessary  in  order  to  determine  the  rate  of  return  on  the  invest- 
ment actually  employed  in  the  business  would  be  to  compare  the  "  net 
earnings,"  as  given  in  the  preceding  table,  with  the  investment  as 
established  by  the  Bureau  in  Table  43. 

Most  of  the  items  in  the  income  account  can  thus  be  accepted  with- 
out criticism  or  change.  However,  for  the  jourpose  of  computing  the 
real  rate  of  profit  upon  the  actual  investment  certain  rearrangements 
and  revisions  of  this  income  account  are  necessary.  These  are  shown 
in  Table  47,  on  page  341.  In  the  first  place,  the  deduction  of  in- 
terest on  bonds,  mortgages,  purchase-money  obligations,  and  similar 
indebtedness  of  the  subsidiary  companies  should  not  be  made  in  com- 
puting the  rate  of  return  on  the  investment,  because  such  obligations 
have  been  regarded  as  representing  an  equivalent  addition  to  the 
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iinestment  and  have  not  been  treated  as  current  liabilities.  Obvi- 
ously, since  such  amounts  have  been  retained  in  the  investment,  the 
amounts  paid  out  from  earnings  as  interest  on  such  indebtedness 
should  be  retained  in  the  statement  of  earnings.^ 

It  might  be  argued,  moreover,  that  such  expenditures  as  the  pro- 
vision for  employees'  bonus  funds  should  not  be  deducted  from  the 
earnings,  but  that  these  provisions  should  be  regarded  as  in  some- 
what the  same  class  as  dividends  paid  to  stockholders,  on  the  ground 
that  the  establishment  of  these  bonus  funds  is  a  profit-sharing  ar- 
rangement. Since,  however,  the  opportunity  for  sharing  in  such 
bonus  payments  might  be  regarded  as  in  the  nature  of  additional 
wages,  the  deduction  as  made  by  the  company  has  been  allowed  to 
stand. 

A  further  revision  of  the  earnings  is,  however,  necessary  in  the 
case  of  the  provisional  charges  for  depreciation.  It  will  be  seen  that 
the  Corporation  deducts  from  earnings  under  this  head  provisions 
for  sinking  funds  on  bonds  of  subsidiary  companies,  and  amounts 
charged  to  the  depreciation  and  extinguishment  funds,  to  the  ex- 
traordinary replacement  funds,  and  to  special  funds  for  deprecia- 
tion, improvements,  and  construction.  As  already  pointed  out  in 
Chapter  VI,  there  is  no  necessary  relationship  between  bond  sinking 
fund  provisions  and  true  depreciation,  but  for  convenience  the  bulk 
of  the  amount  set  aside  for  sinking  funds  on  bonds  of  subsidiary 
companies  may  be  regarded  as  the  equivalent  of  depreciation.  As 
shown  in  Chapter  VI,  however,  the  various  provisional  appropria- 
tions for  depreciation  were  in  excess  of  necessary  allowances,  the 
total  excess  for  the  entire  period  from  April  1,  1901,  to  December  31, 
1910,  having  been  computed  at  $38,285,000.  In  order  to  arrive  at  a 
correct  statement  of  the  earnings,  therefore,  this  excessive  amount 
has  been  restored  by  the  Bureau. 

The  item  of  adjustments  in  sundry  accounts,  which  in  the  income 
statements  of  the  Steel  Corporation  is  made  after  deducting  the  inter- 
est and  sinking-fund  provisions  from  the  net  earnings,  should  in  this 
revision  be  taken  account  of  before  establishing  the  readjusted 
earnings. 

The  Bureau  has,  moreover,  restored  to  the  earnings  the  item  of 
deferred  intercompany  profits  in  inventories.  It  is  proper  that  the 
Corporation  should  deduct  this  from  its  income  in  arriving  at  the 
net  earnings,  since  these  deferred  profits  have  not  actually  been 
realized  by  the  sale  of  the  products  in  question  to  outside  interests. 
However,  such  locked-up  inventory  profits  are  only  tentatively  de- 
ducted by  the  Corporation,  and  in  the  balance  sheet  they  appear  as  a 
suspended  surplus,  thus  indicating  an  expectation  on  the  part  of  the 

1  It  will  be  noted  that  interest  on  the  Steel  Corporation's  bonds  Is  not  deducted  by  th( 
Corporation  until  after  the  net  earnings  are  established. 
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Corporation  that  they  will  eventually  be  realized.  Wiile,  therefore, 
the  deduction  of  this  item  is  easily  justified,  on  the  other  hand  the 
Bureau  has  deemed  it  proper,  and  on  the  whole  better,  to  restore  this 
item  to  the  earnings  in  computing  the  rate  of  return  on  the  actual  in- 
vestment. As  already  pointed  out,  the  amount  of  such  profits  re- 
stored in  any  given  year  is  the  increase  over  the  amount  "  locked  up  " 
in  the  previous  year's  inventories,  and  not  the  entire  amount  of  such 
profits. 

The  revisions  thus  described  are  carried  out  in  the  following  table, 
in  which  there  are  added  to  the  net  earnings  for  the  year,  as  given 
in  Table  46,  the  amounts  deducted  in  that  table  for  interest  on  bonds, 
mortgages,  purchase  money  and  other  similar  obligation.s  of  sub- 
sidiary companies,  the  increase  in  the  item  of  deferred  intercompany 
profits,  the  excess  of  provisional  depreciation  charges  over  what  were 
determined  to  be  proper  and  necessary  provisions,  the  item  of  "  ad- 
justments in  sundry  accounts  "  also  being  taken  into  consideration. 

Table  47.— ACTUAL  EARNINGS  OF  STEEL  CORPORATION  ON  ITS  TOTAL  INVESTMENT 
AS  COMPUTED  BY  BUREAU,  1901-1910. 


Net  earnings, 

as  shown  by 

annual  reports. 

Adjustments 

by  Corporation 

in  sundry 

accounts. 

Amounts  restored  to  earnings  by  Bureau. 

Year. 

Interest  on 
bonds,  mort- 
gages, and 
purchase- 
money  obli- 
gations of 
subsidiary 
companies. 

Locked-up 
intercompany 

profits  in 
inventories. 

Excessive 
depreciation 
allowances. 

Total  adjusted 
earnings. 

19011 

175,006,230.89 
108,634,374.25 

83,675,786.51 
'57,791,196.80 

96,432,695.93 
125,966,938.13 
133,244,929.28 

74,882,629.11 
107,773,099.96 
116, 738, 167.  80 

2S4,500,000.00 
6,113,684.34 
6,563,861.06 
6,573,146.64 
6,710,214.73 
6,661,478.70 
6,492,195.42 
7,401,205.18 
7,887,178.18 
7,263,453.66 

(=) 

(=) 

(=) 
-$1,264,336.48 
6,307,189.83 
2,739,403.74 
9,744,692.51 
426,983.85 
2,617,396.54 
2,751,307.08 

-$1,765,000.00 
8,062,272.00 
9,354,851.00 

-       631,165.00 
3,480,088.00 
8,216,388.00 
6,616,672.00 
1,688,543.00 
1,981,460.00 
1,281,348.00 

S77,741,230.  89 

1902 

1903 

1904 

1906 

1906 

1907 

1908 

1909 

1910 

-SI,  207, 886.  84 

-  5,427,640.33 
+      413,108.34 

-  99,253.78 

-  90,601.19 

-  681,615.52 
+      394,034.59 
+      548,445.08 

-  818,182.64 

121,502,343.76 
94, 156, 968. 24 
62,491,960.20 
112,830,834.71 
143,393,707.38 
165,416,873.69 
84,793,295.73 
120,807,678.76 
127,216,083.90 

total. 

980,046,838.66 

-  7,369,292.29 

66,056,317.81 

23,332,636.07 

38,285,357.00 

1,100,360,867.26 

1  Nine  months. 

2  Approximated;  tliis  amount  never  computed  by  the  Corporation. 

a  In  these  years  the  intercompany  profits  in  inventories  were  not  deducted  by  the  Corporation  and  hence 
need  not  be  restored. 

■•  After  deducting  employees'  bonus  fund,  which  in  this  year  was  taken  out  after  stating  net  earnings,  but 
which  in  other  years  is  deducted  before  determining  the  net  earnings. 

The  result  of  these  revisions,  it  Avill  be  seen,  is  an  addition  of 
$120,305,019  to  the  net  earnings  as  given  in  the  published  reports, 
making  a  total  of  $1,100,350,857. 
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Section  4.  Comparison  of  revised  earnings  of  Steel  Corporation  with  re- 
vised investment. 

The  earnings  of  the  Steel  Corporation,  as  thus  adjusted  by  the 
Bureau,  may  now  be  compared  with  the  investment  as  correspond- 
ingly revised.  Such  comparison  is  given  in  Taljle  48.  It  will  be 
recalled  that  the  Bureau's  figures  of  investment  as  here  gi^en  are 
for  tangible  property  alone: 


Table 


48.— COMPARISON   OF  INVESTMENT   OF   STEEL  CORPORATION,   WITH  TOTAL 
EARNINGS  THEREON,  AS  ADJUSTED  BY  BUREAU,  YEARLY,  1901-1910. 


Year  ended  Dec.  31— 

Total  invest- 
ment in  tan- 
gible property 
as  computed 
by  Bureau. 

Earnings  as  adjusted  by 
Bureau. 

Amount. 

Per  cent. 

1901 1 

$698,869,756 

763,574,919 

S06, 615, 979 

818,238,143 

874,840,920 

947,397,884 

1,078,763,602 

1,090,425,487 

1,146,875,993 

1,186,982,038 

'177,741,231 
121,502,344 
94,156,958 
62,491,950 
112,830,835 
143,393,707 
155,416,873 
84,793,296 
120,807,579 
127,216,0,94 

1902                

15  9 

1903 

11  7 

1904                             

7  6 

1905 

1906                     

15  1 

19C8                                

7  s 

1909 

10.5 

1910                              .                 

10.7 

TotaL                .       ...       

1,100,360,857 
3112,850,498 

941,258,472 

12.0 

1  Nine  months,  April  to  December;  investment  includes  additions  during  tliis  period. 

2  Indicated  rate  per  annum  based  on  actual  earnings  for  nine  montlis. 
8  Average  yearly  profits  for  nine  and  tliree-fourths  years. 

The  table  shows  an  average  rate  of  return  upon  the  total  invest- 
ment in  tangible  property  for  the  entire  period  from  April  1,  1901, 
to  December  31,  1910,  of  12  per  cent.  The  highest  rate  was  reached 
in  1902,  namely,  15.9  per  cent,  and  in  1906,  an  unusually  prosperous 
j-ear,  it  exceeded  15  per  cent.  In  1904  and  1908,  however,  which 
were  years  of  pronounced  reaction,  the  rates  fell  to  7.6  per  cent  and 
7.8  per  cent,  respectively.  Prior  to  the  formation  of  the  Steel  Cor- 
poration and  other  large  consolidations,  the  iron  and  steel  industry 
was  noted  for  violent  changes  in  the  rate  of  profit,  the  industry, 
indeed,  having  been  aptly  termed  "  either  prince  or  pauper."  This 
table  shows  that  so  far  as  the  Steel  Corporation  is  concerned  the 
busine.ss,  although  still  subject  to  marked  fluctuations  in  profits,  has. 
even  in  the  most  depressed  years  of  this  period,  shown  a  substantial 
return  on  the  actual  investment. 

The  average  rate  for  the  first  four  and  three-fourths  vears  was 
12.5  per  cent,  as  against  11.6  per  cent  in  tlie  five  years  from  1906  to 
1910.  Therefore,  in  so  far  as  any  tendency  may  be  noted  it  is  toward 
a  lower  rate  of  profit  in  recent  years. 
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It  is  important  to  emphasize  at  this  point  that  the  rate  of  earn- 
ings of  a  great  concern  which,  like  the  Steel  Corporation,  handles 
more  than  50  per  cent  of  the  business  of  the  country  is  not  to  be 
judged  by  the  same  standard  as  the  rate  for  a  comparatively  small 
concern.  Some  of  the  most  successful  concerns  in  the  steel  industry 
outside  of  the  Steel  Corporation  show  higher  rates  of  return  upon 
their  total  investments.  While,  however,  some  exceptionally  efficient 
or  fortunate  concerns  earn  rates  in  excess  of  this  average,  on  the 
other  hand  a  great  many  companies  show  very  much  lower  rates 
on  their  total  investments,  while  sometimes  the  business  is  con- 
ducted at  a  loss.  Therefore,  an  average  rate  of  12  per  cent  on  the 
total  tangible  investment  for  over  one-half  of  the  entire  steel  busi- 
ness of  the  country  is  much  more  significant  than  the  same  rate  or 
even  a  larger  rate  for  a  comparatively  small  concern.  It  probably 
means  that  the  return  on  a  considerable  proportion  of  the  business 
of  the  country,  which  under  more  competitive  conditions  and  more 
scattered  ownership  would  be  conducted  at  a  lower  rate  of  profit, 
has  been  considerably  increased. 

It  may  also  be  noted  that  the  investment  includes  a  large  amount 
of  idle  property,  particularly  unimproved  ore  reserves,  which,  of 
course,  tends  to  reduce  the  rate,  although  the  investment  in  such  un- 
developed iron-ore  property  as  computed  by  the  Bureau  is  not  so 
great  as  to  very  materially  affect  the  rate  of  profit.  It  is,  however, 
worth  emphasizing  that  the  rate  of  profit  here  given  includes  not  only 
the  iron  and  steel  industry  proper,  but  also  the  iron-ore  mining  in- 
dustry. Prior  to  the  era  of  consolidation  the  latter,  to  a  large  ex- 
tent, was  distinct  from  the  manufacture  of  iron  and  steel,  and  under 
the  scattered  ownership  of  iron-mining  properties  then  prevailing 
profits  generally  are  understood  to  have  been  comparatively  low, 
on  the  average.  Under  present  conditions  in  the  iron  and  steel  in- 
dustry, however,  the  Lake  iron-ore  industry  is  one  of  the  most  profit- 
able branches  of  the  business.  This  factor  should  be  considered, 
therefore,  in  comparing  the  profits  of  the  iron  and  steel  industry  at 
the  present  time  with  those  obtained  under  the  different  conditions 
formerly  prevailing. 

The  average  rate  of  12  per  cent  here  given  is,  as  repeatedly  pointed 
out,  the  rate  upon  the  entire  investment  in  the  tangible  property. 
It  is,  of  course,  considerably  larger  than  the  rate  of  net  profit  upon 
the  total  issue  of  capital  securities,  because  this  total  capitalization 
greatly  exceeds  the  investment  as  established  by  the  Bureau.  The 
average  capitalization  of  the  Corporation  for  the  entire  period  (based 
on  the  amounts  outstanding  at  the  close  of  each  year)  was  approxi- 
mately $1,445,000,000.  Using  the  earnings  as  revised  by  the  Bureau, 
the  average  rate  on  this  average  capitalization  would  be  7.8  per  cent. 

Xhe  capital  securities  of  the  Steel  Corporation,  however,  include 
a  larfflp .amount ..of  .honds  ijnon.SPbinb-the  return  is  fixed,  in  most  cases 
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at  .")  per  cent.  If  the  bonds  of  the  Corporation  had  been  issued  only 
for  an  equal  amount  of  property  or  cash  in  every  instance,  an  amount 
equal  to  the  total  bonded  indebtedness  (including  purchase-money 
obligations  and  mortgages)  could  be  deducted  from  the  investment 
as  computed  b}-  the  Bureau,  leaving  what  may  be  termed  as  the  in- 
vestment contributed  by  the  stockholders  or  represented  by  the  capital 
stock.  If  the  earnings  after  deducting  interest  on  the  bonded  debt 
were  compared  with  such  remaining  portion  of  the  total  investment, 
the  rate  would  be  considerably  in  excess  of  12  per  cent.  Such  a 
comparison  can  not,  however,  be  presented  in  a  satisfactory  way, 
particularly  because  the  bond  issues  did  not  always  represent  an 
equivalent  addition  to  the  investment.  In  the  case  of  the  acquisi- 
tion of  the  Carnegie  Company  in  particular,  over  $300,000,000  in 
bonds  were  issued  for  Mr.  Carnegie's  interest  alone,  whereas  the  total 
tangible  assets  of  the  Carnegie  Company  a  year  earlier  apparently 
were  not  much,  if  any,  in  excess  of  $160,000,000.  (See  p.  1.59.) 
Therefore,  to  deduct  the  total  indebtedness  from  the  true  investment 
would  leave  an  unduly  low  remainder  for  the  capital  stock  and  un- 
fairly exaggerate  the  rate  of  profit  on  that  part  of  the  true  invest- 
ment which  may  be  considered  as  contributed  by  the  stockholders. 

Consequently  the  Bureau  does  not  attempt  to  give  in  definite  figures 
the  rate  of  profit  earned  by  the  Steel  Corporation  on  the  true  invest- 
ment represented  by  its  capital  stock,  but  merely  calls  attention  to 
the  fact  that  the  rate  of  profit  above  shown  is  not  the  rate  earned  on 
that  part  of  the  true  investment  which  may  be  considered  as  con- 
tributed by  the  stockholders,  but  a  lower  rate  earned  on  the  total 
true  invfstment  and  accruing  to  the  stockholders  and  bondholders 
combined. 

Section  5.  Portion  of  Steel  Corporation's  earnings  accruing  to  the  benefit 
of  the  stockholders. 

The  preceding  comparison  of  earnings  with  the  actual  investment 
affords  what  is  perhaps  the  best  single  available  test  of  the  earning 
power  of  the  Corporation  and  of  the  reasonableness  of  its  profits.  As 
already  shown,  a  comparison  of  the  earnings  with  the  total  capitali- 
zation would  mean  little,  because,  particularly  in  earlier  years,  the 
capitalization  was  far  in  excess  of  the  actual  investment,  and  still  is 
materially  in  excess  of  that  investment.  It  is,  however,  of  decided 
interest  to  analyze  the  disposition  of  the  earnings  of  the  Corporation 
from  the  standpoint  of  the  stockholders  and  with  especial  reference 
to  the  position  of  the  common  stock.  Such  an  analysis  shows  that 
whereas  at  the  outset  the  common  stock  represented  no  real  value 
whatever  it  has  nevertheless  received  a  substantial  return  in  divi- 
dends. Moreover,  there  has  been  built  up  by  the  great  increase  in 
inxestment  a  considerable  equity  for  the  common  stock. 


UNITED  STATES  STEEL,  COEPOKATION.  345 

Of  course  most  of  this  equit_y  is  not  in  a  form  in  which  it  can  h^' 
distributed  as  dividends,  because  most  of  tlie  earnings  accruing  to 
tlie  beneiit  of  the  common  stock  have  been  reinvested  in  fixed  prop- 
erty, either  new  plants,  or  new  ore,  coal,  and  similar  properties. 
Nevertheless,  the  reinvestment  of  these  earnings  means  that  an  equity 
for  the  common-stock  holders  in  the  property  has  been  created,  and 
that  meanwhile  a  great  investment  is  being  utilized  to  produce 
profits  of  which  only  fixed  amounts  are  distributed  to  the  holders  of 
bonds  and  preferred  stock,  while  the  remaining  amounts  may  be  ap- 
plied to  dividends  on  the  common  stock. 

In  computing  the  amount  of  the  earnings  accruing  to  the  benefit  of 
the  common-stock  holders,  the  Bureau  has  included  the  amounts  set 
aside  by  the  Steel  Corporation  itself  for  sinking-fund  requirements. 
"\Miile  these  amounts  obviously  will  not  accrue  directly  to  the  stock- 
holders in  a  form  available  for  dividends,  because  the  bond  inden- 
tures require  absolutely  that  such  sinking-fund  payments  shall  be 
made,  yet  they  represent  an  addition  to  the  equity  back  of  the  stock 
as  truly  as  the  earnings  reinvested  in  fixed  property.  In  the  one  case, 
the  addition  to  the  equity  is  direct,  through  the  construction  of  addi- 
tional plants  or  the  addition  of  more  physical  property.  In  the  other 
case  it  is  indirect,  by  reducing  the  indebtedness  against  the  property. 
Therefore,  the  earnings  accruing  to  the  benefit  of  the  stockholders 
have  been  regarded  as  the  entire  earnings,  as  revised  in  Table  47, 
less  only  interest  on  the  bonds  and  similar  indebtedness  of  the  Steel 
Corporation  and  of  its  subsidiaries. 

The  total  amount  of  earnings  accruing  to  the  benefit  of  the  stock- 
holders for  the  entire  period  from  1901  to  1910,  as  thus  determined, 
is  $81(i,l?>0.8.51,  of  which  amount  $-393,951,787  was  actually  paid  out 
in  dividends,  as  follows: 

TABLE  40,— AMOUNT  OF  EAUNIN(;S  OF  STEEL  CORPORATION,  1901-1910,  WHICH 
DIRECTLY.  OR  INDIRECTLY  HAVE  INCREASED  THE  EQUITY  OP  THE  STOCK- 
HOLDERS "iN   THE    PROPERTY. 

Total  earnings,  as  revised  by  the  Bureau $1,  100,  350,  857 

Deduct — 

Interest  on  bonds,   etc.,  of  subsidiary  companies^-  if()i;,  o.jG,  318 

Interest  on  United  States  Steel  bonds  (less  interest 

on  bonds   in  sinking  funds) 211,063,685 

Commission  to  lianliers  under  bond-conversion  plan.  C,  800,  000 

Total    283,  920,  003 

Balance  accruing  to  benefit  of  stocUholders 816,  430,  804 

Amount  actually  paid  out  in  dividends  : 

Preferred  stoclc '  -<j'i.  -*■;'•'•',  530 

Common    stock 1--1.  512,  257 

303,  O.jI,  787 

Amount  reinvested  in  fixed  property  and  other  assets,  or  applied 
to  sinking  funds  on  United  States  Steel  bonds,  and  accruing 
to  benefit  of  stockholders 422,479,067 

1  Including  $24,902  paid  out  on  stocks  of  subsidiary  companies  in  1901. 
4525° --11 24 
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The  total  of  the  amounts  reinvested  in  the  property  and  the 
amounts  applied  to  sinking  funds  on  bonds  of  the  Steel  Corporation, 
namely,  $422,479,067,  which  represents  an  equity  accruing  to  the  bene- 
fit of  the  stockholders,  does  not  include  $20,092,728  of  sundry  reserve 
funds  on  the  books  on  December  31,  1910.  Of  this  figure,  $8,402,999 
represented  insurance  funds,  and  the  balance,  $11,689,729,  contingent 
and  miscellaneous  operating  funds.  So  far  as  the  insurance  funds 
are  concerned,  these  under  certain  conditions  (i.  e.,  the  dissolution  of 
the  Corporation)  might  fairly  be  considered  as  an  addition  to  the 
equity  built  up  in  the  interest  of  the  stockholders.  In  the  case  of  the 
contingent  and  miscellaneous  funds,  however,  it  might  be  incorrect 
to  treat  them  in  the  same  manner.  Adding  the  insurance  funds  to 
the  above  figure  would  give  a  total  equity  of  rather  more  than 
$430,000,000. 

In  other  words,  the  capital  stock  of  the  Corporation,  over 
$720,000,000  of  which  at  the  organization  of  the  Corporation  (see 
p.  239)  represented  no  tangible  value  whatever,  and  much  of  which 
was  mere  "  water,"  has  received  during  the  period  from  April  1, 
1901,  to  December  31,  1910,  nearly  $400,000,000  in  cash  dividends, 
while,  in  addition,  $422,479,000  more  of  the  earnings  of  the  Corpo- 
ration (this  excluding  the  sundry  funds  above  referred  to)  Avent 
directly  or  indirectly  to  enhance  the  equity  accruing  to  the  holders 
of  the  stock. ^ 

Had  the  preferred  stock  originally  been  fully  covered  by  tangible 
property  value  this  entire  equity  thus  built  up  might  be  considered 
as  accruing  to  the  benefit  of  the  common-stock  holders.  Since,  how- 
ever, as  shown  on  page  240,  a  considerable  portion  of  the  preferred 
stock  in  1901  had  no  tangible  property  back  of  it,  to  this  extent  this 
increase  in  the  equity  can  not  be  considered  as  belonging  to  the  com- 
mon-stock holders. 

Opinions  as  to  whether  the  .dividends  paid  out  to  the  common-stock 
holders,  together  with  the  equity  built  up  for  them  in  the  property 
of  the  Corporation,  were  excessive  or  not  must  depend  finally  upon 
opinions  respecting  the  reasonableness  of  the  average  profit  of  12 
per  cent  on  the  total  investment  as  computed  above.  If  that  rate  be 
accepted  as  reasonable  and  proper  for  a  concern  like  the  United 
States  Steel  Corporation,  then  the  distribution  of  this  amount  among 
the  various  classes  of  security  holders  is  a  subordinate  consideration, 
particularly  as  the  voting  power  is  not  restricted  to  any  small  or 
selected  group  of  security  holders,  who  thereby  might  exploit  the 
earnings  to  their  own  advantage.  If,  on  the  other  hand,  the  average 
rate  of  12  per  cent  on  the  total  investment  be  regarded  as  unreason- 
ably high,  then  the  large  equity  built  up  in  the  interest  of  the  stock- 

1  In  1903,  .$150,000,000  preferred  stock  was  exchanged  Into  a  like  amount  of  bonds ; 
this,  however,  does  not  affect  this  discussion. 
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holders  must,  to  some  extent  at  least,  be  regarded  as  representing  an 
undue  exaction  from  the  consuming  public. 

In  judging  of  the  reasonableness  of  this  rate  of  12  per  cent  profit 
on  total  investment,  all  the  circumstances  of  the  case  should  be  con- 
sidered, and  in  particular  the  following:  (1)  That  the  Corporation 
was  not  one  of  a  number  of  nearly  equal  competitors,  but  rather  one 
which  controlled  a  very  large  proportion  of  the  total  business  of  the 
country,  and  one  wliich  possessed  in  addition  certain  quasi  mono- 
polistic features,  both  of  which  circumstances  tended  to  reduce  risk ; 
(2)  that,  as  in  all  great  companies  of  this  type,  the  stockholders  as 
a  class  had  no  real  responsibilities  of  management,  while  the  broad 
market  for  the  stock  enabled  them  to  invest  therein  or  sell  out  their 
holdings  at  current  market  values  without  difficulty;  and  (3)  that 
when  the  jDrofit  on  that  part  of  the  actual  investment  which  was  put 
in  for  shares  of  the  capital  stock  (as  distinguished  from  bonds)  is 
considered  it  was  at  a  considerably  higher  rate  than  12  per  cent. 
(See  p.  344.) 


CHAPTEE  VIII. 
THE  BOND-CONVERSION  PLAN  OF  1902-3. 

Section  1.  Description  of  plan  and  terms. 

In  April,  1902,  or  just  about  a  year  after  the  organization  of  the 
United  States  Steel  Corporation,  announcement  was  made  that  the 
board  of  directors  had  approved  plans  for  converting  $200,000,000 
of  the  7  per  cent  preferred  stock  of  the  company  into  5  per  cent  bonds. 
As  a  part  of  this  conversion  plan  it  was  also  proposed  to  sell 
$50,000,000  of  bonds  to  reimburse  the  treasury  for  expenditures 
previously  made  to  retire  certain  current  obligations,  and  to  secure 
additional  working  capital  for  the  Corporation. 

The  terms  of  the  plan  were  in  substance  as  follows:  An  issue  of 
$250,000,000  five  per  cent  10-CO  year  sinking-fund  gold  bonds  was 
to  be  authorized.  Of  this  amount,  $200,000,000  was  to  be  paid  for 
in  preferred  stock  exchangeable  at  par,  the  additional  $50,000,000 
to  be  sold  for  cash,  also  at  par.  Each  holder  of  preferred  stock  was 
to  have  the  right  to  subscribe  for  the  new  bonds  to  the  extent  of  one- 
half  his  holdings  of  that  stock  (there  being  outstanding,  roughly, 
$500,000,000  of  jjreferred  stock,  or  twice  the  amount  of  the  bond 
issue  proposed).  These  subscriptions  were  to  be  payable  as  follows: 
80  per  cent  in  preferred  stock  and  20  per  cent  in  cash ;  that  is  to  say, 
a  holder  of  100  shares  of  preferred  stock  of  a  par  value  of  $10,000 
could  subscribe  for  $5,000  of  the  new  bonds  at  par  and  pay  for  them 
by  depositing  iO  shares  of  his  i3referred  stock,  of  a  par  value  of 
$4,000,  and  $1,000  in  cash.  The  stockholders  also  had  the  option  of 
exchanging  such  40  per  cent  of  their  holdings  of  preferred  stock 
without  subscribing  for  any  of  the  new  bonds  in  cash.  A  syndicate 
was,  however,  formed,  under  the  management  of  J.  P.  Morgan  & 
Co.,  to  underwrite  the  sale  of  $20,000,000  of  bonds  for  cash  at  par 
and  to  guarantee  the  exchange  of  $80,000,000  of  preferred  stock.  A 
copy  of  the  syndicate  agreement  appears  elsewhere.  (See  p.  400.) 
This  did  not  mean  that  the  syndicate  was  comjielled  to  surrender 
$80,000,000  of  stock  or  to  subscribe  $20,000,000  of  cash,  in  addition 
to  subscriptions  by  other  stockholders.  It  simply  guaranteed  that 
in  all  $80,000,000  of  preferred  stock  would  be  deposited  and  that 
$20,000,000  of  bonds  would  be  paid  for  in  cash.  To  the  extent  that 
stockholders  outside  of  the  syndicate  made  such  deposits  the  syndi- 
cate's obligation  was  reduced, 
348 
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It  will  be  seen,  therefore,  that  the  plan  did  not  really  insure  the 
raising  of  more  than  $20,000,000  of  the  $50,000,000  cash  capital 
which,  according  to  the  official  announcement,  was  urgently  needed. 

An  important  feature  of  the  arrangement,  and  one  which  proved 
productive  of  intense  dissatisfaction,  was  a  provision  that  the  under- 
writing syndicate  should  receive  a  commission  of  4  per  cent  on  all 
bonds  issued,  whether  for  cash  or  in  exchange  for  preferred  stock, 
and,  furthermore,  regardless  of  whether  such  bonds  were  exchanged 
by  members  of  the  Syndicate  or  by  individual  stockholders  of  the 
Corporation.  Of  this  4  per  cent  commission  20  per  cent,  or  one- 
fifth,  was  to  be  retained  by  J.  P.  Morgan  &  Co.,  syndicate  managers. 
(See  sec.  3.) 

The  plan  was  submitted  to  the  stockholders  of  the  Corporation  at 
a  meeting  held  on  IShiy  19,  1902,  and  was  approved  by  an  overwhelm- 
ing majority  of  the  stock  represented.^ 

Several  suits  were,  however,  immediately  instituted  to  prevent  the 
execution  of  this  plan.  Eventually  all  of  this  litigation  was  swept 
aside,  but  it  forced  a  postponement  of  the  plan  for  about  a  year.  On 
March  3, 1903,  J.  P.  ^Morgan  &  Co.,  acting  on  behalf  of  the  Steel  Cor- 
poration, renewed  the  offer  of  exchange  on  the  terms  above  outlined, 
with  the  necessary  changes  in  dates. 

Section  2.  Extent  of  conversion  operations. 

At  the  time  the  conversion  plan  was  first  announced,  in  April, 
1902,  the  syndicate  members  deposited  with  the  syndicate  managers 
$80,000,000  preferred  stock,  and  it  appears  that  this  stock  was  allowed 
to  remain  in  the  hands  of  the  syndicate  managers  during  the  time 
the  plan  was  delayed  by  litigation.  There  were  deposited  by  stock- 
holders outside  of  the  syndicate,  either  at  the  time  the  plan  was 
originally  announced  or  under  the  offer  as  renewed  a  year  later, 
$45,200,000  of  preferred  stock.^  There  Avere  no  cash  subscriptions 
to  new  bonds  on  the  part  of  individual  stockholders  outside  of  the 
syndicate  (except  for  the  trifling  amount  of  $12,200) ,  since  the  bonds 

^  The  vote  was  as  follows  : 

Preferred  stock  :  Shares. 

In  favor 3,  750,  S96 

Opposed 4,  865 

Common  stock  : 

In  favor 3,  966,  2:!i! 

Opposed 7,  675 

The  great  bulk  of  the  vote  In  favor  was  by  proxy.  Excluding  proxies  obtained  by  the 
directors,  the  vote  was  as  follows  : 

Preferred  stock  ;  Shares. 

In  favor 2,  818 

Opposed 4,  865 

Common  stock  : 

In  favor 1,905 

Opposed 7,  675 

2  Annual  report  of  the  Steel  Corporation  for  1903. 
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at  the  outset  sold  (on  a  "  when- issued "  basis)  slightly  under  par 
and  were  selling  by  March,  1903,  when  the  plan  was  formally  put  in 
operation,  at  only  88.  The  preferred  stock  was  selling  in  April,  1902, 
when  the  plan  was  first  announced,  at  94;  by  the  time  the  offer  was 
renewed  the  price  had  dropped  to  about  85. 

Under  the  offer  as  renewed,  the  right  to  exchange  preferred  stock 
for  bonds,  so  far  as  shareholders  outside  of  the  syndicate  were  con- 
cerned, was  to  cease  on  May  16,  1903.  The  underwriting  syndicate, 
however,  could  make  such  exchange  until  July  1,  1904;  in  other 
words,  for  a  period  of  13^  months  after  this  privilege  was  terminated 
with  respect  to  the  stockholders  outside  the  syndicate.  It  is  true  that 
the  individual  stockholders  had  been  given  for  a  limited  period  a 
preferential  opportunity  to  exchange  their  preferred  stock  for  bonds, 
That  is  to  say,  had  every  holder  of  preferred  stock  outside  of  the 
syndicate  elected  to  exchange  40  per  cent  of  his  preferred  stock  for 
bonds,  then  the  syndicate  would  have  been  able  to  exchange  only  a 
part  (about  40  per  cent)  of  the  $80,000,000  which  it  had  deposited 
with  J.  P.  Morgan  &  Co.  As  just  shown,  however,  only  about  $ii>,- 
iiOOfiOO  of  preferred  stock  was  deposited  by  the  shareholders  outside 
the  syndicate  up  to  May  16,  1903,  when  the  privilege  was  terminated 
so  far  as  these  stockholders  were  concerned.  On  the  other  hand,  the 
syndicate,  under  its  arrangement,  was  to  be  allowed  to  continue  such 
exchanges  up  to  July  1,  1904. 

The  exclusive  extension  of  this  privilege  to  the  underwriting  syn- 
dicate for  this  period  resulted  in  intense  dissatisfaction.  This  was 
greatly  aggravated  because  the  margin  between  the  price  of  the  bonds 
and  the  price  of  the  preferred  stock  continued  to  widen,  so  that  the 
syndicate  was  able  to  make  a  large  profit  by  buying  the  preferred 
stock  in  the  market  and  immediately  turning  it  into  bonds  Avorth  a 
higher  price.  (As  shown  elsewhere,  the  profit  on  this  operation  may 
have  been  more  than  offset  by  a  loss  on  the  syndicate's  cash  subscrip- 
tion to  $20,000,000  bonds.)  In  October,  1903,  the  margin  between 
the  price  of  the  bonds  and  the  price  of  the  preferred  stock  was  about 
12  points.  In  November  it  widened  out  to  15  points,  the  preferred 
stock  selling  below  50,  Avhereas  the  lowest  j)rice  for  the  bonds  was 
65.^  This  meant  that  the  syndicate,  which  had  the  exclusive  right 
to  continue  the  conversion,  could,  by  buying  jsreferred  stock  in  the 
open  market  and  immediately  exchanging  it  for  the  new  bonds,  make 
a  profit  of  $12  to  $15  on  every  share  thus  purchased  and  exchanged. 
The  total  amount  of  the  stock  purchased  by  the  syndicate  appears  to 
have  been  about  248,000  shares.     (See  p.  355.) 

The  fact  that  the  privilege  of  such  exchange  was  confined  to  the 
underwriting  syndicate,  as  well  as  other  features  of  the  plan,  aroused 

1  still  later  there  was  a  further  widening  of  the  margin,  due  to  an  advance  in  the  bonds, 
but  the  arrangement  was  abandoned  soon  after  this.   (See  p.  356.) 
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widespread  disapproval.     As  a  result,  on  November  19,  1903,  the 
arrangement  was  abruptly  terminated. 

Section  3.  Results  of  conversion  plan. 

Results  to  the  Corporation. — The  conversion  plan,  it  will  be 
recalled,  purported  to  provide  for  the  exchange  of  $200,000,000  of  7 
per  cent  preferred  stock  into  a  like  amount  of  5  per  cent  bonds, 
thereby  substituting  an  interest  charge  of  $10,000,000  for  dividend 
requirements  of  $14,000,000,  and  also  for  the  sale  of  $50,000,000  of 
bonds  to  provide  cash,  which  was  apparently  much  needed,  thereby 
increasing  the  interest  charges  by  $2,500,000.  One  result  of  this 
plan,  therefore,  had  it  been  carried  out  in  its  entirety,  would  have 
been  the  substitution  of  $12,500,000  of  interest  for  $14,000,000  of 
dividends,  or  a  net  saving  to  the  Corporation  of  $1,500,000.  On  the 
conversion  alone  the  saving  would  have  been  $4,000,000.^  As  already 
seen,  however,  this  object  was  by  no  means  realized.  The  total  amount 
of  bonds  issued  under  this  conversion  plan  was  stated  by  Chairman 
Gary,  at  the  time  the  syndicate  agreement  was  terminated,  as  follows : 

$146,  388,  500  bonds  have  already  been  issued  in  exchange  for  stocli  received 
and  canceled. 
3,  611,  500  remain  to  be  issued  in  exchange  for  preferred  stock  to  be  con- 
verted by  the  syndicate. 
2,902,000  bonds  sold  at  par  for  cash  and  p:iid  for  in  full  October  1  and 

already  issued. 
17, 098, 000  bonds  sold  at  par  for  cash  upon  which  25  per  cent  was  paid  to 
the  Corporation  October  1  and  which  will  be  issued  whenever 
the  remaining  75  per  cent  shall  be  called  for  and  paid. 

170,000,000  total  issue  outstanding; 

The  arrangement  was  further  described  in  the  second  annual  report 
of  the  Corporation  as  follows : 

Vp  to  December  31,  1903,  there  had  been  issued  and  were  out- 
standing United  States  Steel  Corporation  10-60  year  5  per  cent 
sinking  fund  gold  bonds,  dated  April  1,  1903,  for  the  aggregate 
principal  sum  of  $152,902,500.  These  bonds  were  issued  in  pay- 
ment for  1,500,000  shares  of  preferred  stock  at  par,  as  well  as 
in  consideration  of  $7,177,100  cash  received  from  J.  P.  Morgan  & 
Co.,  for  a  syndicate,  being  part  of  $20,000,000  cash  receivable 
under  the  contract  of  April  1.  1902,  approved  by  the  stockholders 
in  special  meeting  May  19,  1902,  and  thereafter  sustained  by  the 
courts.  Since  January  1,  1904,  and  up  to  the  date  of  the  writing 
of  this  report,  there  have  been  received  from  J.  P.  Morgan  &  Co. 
$3,822,900  additional  on  account  of  the  aggregate  of  $20,000,000 
cash  receivable  as  above,  and  there  have  been  issued  additional 
bonds  of  the  par  value  of  $5,097,500,  making  at  this  date  (March 
1,  1904)  a  total  issue  of  bonds  for  the  aggregate  principal  sum  of 

>  This  does  not  take  account  of  the  necessity  of  an  annual  sinking  fund  provision,  nor 
of  the  4  per  cent  commission  to  the  syndicate. 
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$158,000,000.  Thus  the  Corporation  has  received  from  J.  P. 
Morgan  &  Co.  for  the  syndicate  $11,000,000  in  cash  and  has 
delivered  $8,000,000  in  bonds,  leaving  $9,000,000  cash  Jo  be  re- 
ceived and  $12,000,000  bonds  to  be  delivered. 

The  CoriDoration  has  the  right  at  its  option  at  any  time  to  call 
for  the  remaining  $9,000,000  cash,  but  in  order  to  avoid  the  un- 
necessary burden  of  interest  upon  bonds  issued  for  money  not 
immediately  needed,  arrangements  have  been  made  with  J.  P. 
Morgan  &  Co.  whereby,  until  otherwise  provided,  the  Corpora- 
tion will  not  be  required  to  call  the  remaining  $9,000,000  cash 
or  to  deliver  bonds  therefor  except  when  and  as  the  cash  shall 
be  needed  by  the  Corporation.  Interest  on  these  bonds  begins 
to  run  only  as  and  when  the  Corporation  receives  cash  for  them. 
Under  Article  Third  of  the  contract,  ilessrs.  J.  P.  Morgan  &Co., 
representing  the  s_yndicate,  have  received,  or  will  receive,  as  com- 
pensation -t  per  cent  upon  the  par  of  $170,000,000  bonds,  for 
which  there  have  been  sold  to  and  received  liv  the  Corporation 
1,500,000  shares  of  preferred  stock  at  par,  besides  the  $20,000,000 
in  cash  received  or  receivable  as  above  stated. 

It  will  be  seen,  therefore,  that  the  plan  fell  far  short  of  accomplish- 
ing what  it  was  designed  to  accomplish.  Instead  of  providing  $50,- 
000,000  new  cash  (or,  after  deducting  the  syndicate's  commission  of 

4  per  cent,  a  net  amount  of  $40,000,000)  the  total  new  casli  raised  was 
only  $l.'j,200,000,  this  amount  being  arrived  at  by  deducting  from  the 
$20,000,000  cash  subscribed  liy  the  syndicate  the  4  per  cent  commis- 
sion on  the  total  of  $170,000,000  of  new  bonds  issued,  or  $6,800,000. 
Moreover,  only  a  portion  of  this  cash  had  been  paid  in  to  the  Cor- 
poration at  the  end  of  December,  1903,  whereas,  according  to  the 
circular  announcing  the  conversion  plan  in  April,  1902,  $50,000,000 
of  cash  Avas  desired  in  the  immediate  future.  The  annual  dividend 
requirements  of  the  Corporation  had  been  reduced  by  $10,500,000 
through  the  exchange  of  the  $150,000,000  of  7  per  cent  preferred 
stock  for  the  5  per  cent  bonds,  but  interest  charges  had  been  increased 
$8,500,000  by  reason  of  the  issuance  of  a  corresponding  amount  of 

5  per  cent  bonds  plus  $20,000,000  additional  bonds  sold  for  cash. 
There  was,  therefore,  a  net  reduction  in  the  combined  charges  of 
$2,000,000  per  annum.  This  reduction,  however,  had  been  accom- 
plished only  by  substituting  a  bonded  debt  for  a  stock  liability,  and 
at  an  initial  cash  expenditure  of  $0,800,000  for  commissions. 

Results  to  the  syndicate. — The  results  of  the  bond-conversion 
plan  to  the  underwriting  sjmdicate  can  onlj  be  estimated,  since  it 
is  not  known  what  the  stock  deposited  by  syndicate  members  cost 
them,  or  what  profit  was  made  on  the  purchase  of  jirefei'red  stock 
in  the  open  market  by  the  syndicate  for  exchange  into  bonds. 

It  will  be  recalled  that  the  syndicate  originally  deposited  $80  000,- 
000  of  preferred  stock  and  the  outside  stockholders  $45,200  000  leav- 
hig  $24,800,000  to  be  purchased  in  the  open  market  by  the  syndicate 
(the  total  amount  of  preferred  stock  exchanged  being  $150,000,000). 
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The  preferred  stock,  at  the  time  it  was  originally  deposited  by  the 
syndicate  members,  was  worth,  as  already  stated,  about  9J:.  The  5 
per  cent  bonds,  at  the  time  the  syndicate  was  iinally  wound  up  in 
^lay,  1904,  were  quoted  at  about  73.  On  this  basis  alone  (which  is 
not  wholly  conclusive),  there  was  a  loss  of  21  points  on  each  share 
of  preferred  stock  exchanged  by  the  syndicate,  or  $16,800,000  in  all. 
Against  this,  however,  must  be  placed  the  syndicate's  commission  of 
$0,800,000,  and  the  profits  which  it  made  on  the  purchase  of  pre- 
ferred stock  in  the  oi)en  market  for  exchange  into  bonds;  deductions 
would  then  have  to  be  made  for  certain  expenses  of  the  syndicate. 
The  amount  of  the  profit  made  on  such  purchases  of  preferred  stock 
in  the  open  market  is  not  definitely  known.  Just  before  the  conver- 
sion arrangement  was  terminated,  in  the  latter  part  of  November, 
1903,  there  was  a  possible  profit  of  nearly  15  points  on  such  conver- 
sion operations.  xVs  shown  later,  very  heavy  purchases  of  the  pre- 
ferred stock  were  made  in  the  open  market  at  just  about  this  time, 
and  it  is  reasonable  to  assume  that  a  considerable  part  of  such  pur- 
chases were  for  the  account  of  the  syndicate,  because  of  the  large 
profit  possible  on  such  operations.  An  allowance  of  $iri  per  share 
as  the  average  profit  on  such  open-market  conversion  operations 
would,  however,  probably  be  too  high.  Assuming  that  the  profit 
may  have  averaged  as  much  as  $10  per  share  for  the  preferred  stock 
exchanged,  the  syndicate's  profit  on  this  part  of  the  transaction  would 
have  been,  roughly,  $2,500,000,  in  addition  to  which  there  would  have 
been  some  interest  receipts;  but,  on  the  other  hand,  there  would  have 
to  be  deducted  the  expenses  of  the  syndicate.  Assuming  that  the  net 
profit  on  the  preferred  stock  purchased  for  exchange  into  bonds  was 
only  $2,000,000,  the  indicated  loss  of  $16,800,000  above  referred  to 
would  have  been  reduced,  after  also  taking  account  of  the  $6,800,000 
commission,  to  $S,000,000.  It  may  be  noted  that  some  estimates  of 
the  SA'ndicate's  loss  published  in  financial  journals  about  this  time 
ranged  in  the  neighborhood  of  this  figure. 

It  is,  of  course,  somewhat  arbitrary  to  calculate  the  results  to  the 
syndicate  on  the  basis  of  the  value  of  the  bonds  on  the  daj'  the  syndi- 
cate agreement  was  terminated.  Some  of  the  bonds  had  been  de- 
livered to  syndicate  members  prior  to  that  date,  while  the  value  of 
those  received  at  that  time  might  perhaps  be  better  expressed  by 
taking  the  average  market  price  over  a  considerable  period  of  time. 
Thus  the  average  price  of  these  bonds  during  the  remainder  of  the 
calendar  year  1904  was  approximately  81,  or  8  points  above  the  price 
used  in  the  foregoing  calculation.  If  the  bonds  had  been  disposed  of 
at  such  an  average  figure,  the  indicated  loss  would  of  course,  be  corre- 
spondingly reduced. 

Any  calculations  of  the  results  to  the  syndicate,  however,  are 
necessarily  somewhat  inconclusive.    The  conversion  operations  were 
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accompanied  by  pronounced  depression  in  the  steel  industry  and  there 
can  be  little  doubt  that  the  preferred  stock  would  have  declined 
heavily  even  had  the  conversion  plan  never  been  undertaken.  Viewed 
from  this  standpoint,  it  might  be  argued  that  the  syndicate  members 
(and  individual  stockholders  as  well),  in  proportion  as  they  ex- 
changed preferred  stock  for  a  bond  worth  from  10  to  15  points  more, 
reduced  a  loss  which  thej^  might  otherwise  have  suffered.  On  the  other 
hand,  in  recent  years  the  preferred  stock  of  the  Steel  Corporation  has 
sold  well  above  these  bonds  (both  issues,  moreover,  having  sold  for  a 
long  time  well  above  par) ,  so  that  viewed  from  this  point  it  might  be 
argued  that  the  stockholders  and  syndicate  members  who  exchanged 
their  preferred  stock  had  lost  a  possible  profit  in  this  operation. 
Against  any  sacrifice  of  future  profit  which  might  have  been  made 
by  retaining  the  7  per  cent  preferred  stock,  however,  those  who  ex- 
changed that  issue  at  all  times  enjoyed  the  advantages  afforded  by  a 
security  which  preceded  that  issue,  while,  moreover,  the  bonds  for  a 
considerable  time  sold  at  higher  prices  than  the  preferred  stock. 

Section  4.  General  criticism  of  the  conversion  plan. 

While  the  courts  of  final  resort  decided  every  suit  brought  against 
the  conversion  plan  in  favor  of  the  United  States  Steel  Corporation, 
their  decisions  really  had  almost  nothing  to  do  with  the  merits  of 
the  plan  itself.  The  courts  passed  almost  exclusively  on  the  legal 
rights  of  the  Corporation.  On  the  question  of  the  propriety  of  the 
plan  the  courts  simply  held  that,  in  the  absence  of  fraud,  they  could 
not  go  back  of  the  action  of  the  directors  of  the  Corporation.  They 
held  that  there  was  no  evidence  of  fraud.  This,  however,  is  aside 
from  the  question  of  the  advisability  or  wisdom  of  the  plan. 

The  wisdom  of  substituting  a  bond  issue  for  a  portion  of  the  pre- 
ferred stock  may  be  le-f  t  to  individual  opinion.  The  question  whether 
the  company  should  have  postponed  the  payment  of  dividends  on 
the  common  stock  and  thus  have  avoided  issuing  bonds  for  cash  may 
likewise  be  passed  over  at  this  late  day,  and  particularly  since  these 
are  matters  which  concern  the  stockholders  rather  than  the  general 
public.  Some  features  of  the  plan,  however,  are  of  general  interest 
both  as  bearing  upon  the  organization  and  financing  of  corporations, 
and  also  because  they  had  a  direct  bearing  through  the  stock  market 
on  the  security  market  in  general,  and  thus  tended  directly  to  affect 
the  general  public.  Particular  mention  may  be  made  of  the  arrange- 
ment with  the  underwriting  syndicate  and  its  compensation.  It  will 
be  recalled  that  whereas  the  holders  of  the  preferred  stock  outside  the 
syndicate  were  permitted  to  deposit  preferred  stock  in  exchange  for 
bonds  only  during  the  period  from  INlarch  16  to  May  16  1903  the 
syndicate  was,  under  the  terms  of  the  contract,  as  renewed  per- 
mitted to  make  such  exchange  up  to  July  1,  1904.    After  the  offer 
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had  been  terminated  with  respect  to  the  shareholders  outside  the  syn- 
dicate, in  view  of  the  fact  that  such  shareholders  took  advantage  of 
the  offer  only  to  a  limited  extent,  the  decline  in  the  market  price  of 
the  preferred  stock  worked  to  the  advantage  of  the  syndicate,  since  it 
could  buy  that  stock  and  convert  it  into  bonds  at  a  higher  price. 
While  the  bonds  themselves  declined  greatly  in  value  the  preferred 
stock  fell  so  much  faster  that  there  was  a  large  profit  for  the  syndi- 
cate (with  respect  to  this  part  of  the  arrangement)  in  thus  purchas- 
ing preferred  stock  and  exchanging  it  into  bonds.  As  already  shown, 
when  the  plan  was  first  announced,  in  April,  1902,  the  new  bonds 
were  quoted  at  only  a  fraction  under  par,  and  the  preferred  stock  at 
94.  By  the  time  the  plan  was  actually  put  in  operation,  in  March, 
1903,  the  preferred  stock  had  dropped  to  about  86.  The  bonds,  how- 
ever, had  fallen  to  about  87,  so  that  there  was  only  a  small  margin 
between  them.  The  relationship  of  the  two  prices  was  substantially 
maintained  up  to  May  16,  1903,  when  the  subscription  privilege  of 
preferred  stockholders  outside  the  syndicate  was  terminated,  both 
the  stock  and  the  bonds  being  quoted  on  that  date  at  about  83.  Hy 
July  1,  however,  the  stock  had  fallen  to  81,  the  bonds  remaining  un- 
changed at  about  83,  thus  showing  a  difference  of  about  2  points.  By 
the  first  of  October  this  margin  had  increased  to  about  10  points,  and 
by  the  end  of  the  month  to  over  12  points,  while  by  the  middle  of 
November,  or  just  before  the  contract  with  the  syndicate  was  ter- 
minated, it  had  widened  out  to  about  15  points.  During  the  entire 
interval  from  ilay  16,  1903,  to  Xovember  19,  1903,  on  which  date  the 
arrangement  was  terminated,  the  syndicate  had  the  exclusive  right  of 
conversion.  Obviously  there  was  a  heavy  profit  in  thus  purchasing 
preferred  stock  at  from  10  to  15  points  below  the  price  of  the  bonds 
and  making  the  conversion.  It  has  already  been  shown  that  the  sj'ndi- 
cate  apparently  purchased  something  like  248,000  shares  of  preferred 
stock  in  addition  to  the  amount  originally  deposited  by  it.  Ap- 
parently the  great  bulk  of  this  stock  was  purchased  during  the  in- 
terval when  the  margin  between  the  price  of  the  bonds  and  the  price 
of  the  stock  was  abnormally  wide.  Very  convincing  evidence  to 
this  effect  is  furnished  by  the  fact  that  on  October  22,  1903,  the 
United  States  Steel  Corporation,  in  making  application  to  the  New 
York  Stock  Exchange  to  have  these  bonds  listed  on  the  exchange, 
stated  that  there  had  been  issued  up  to  that  time  $133,295,500  of  the 
new  bonds,  of  which  amount  $130,411,000  had  been  issued  in  exchange 
for  preferred  stock  to  be  retired  (the  balance  having  been  sold  for 
cash  to  the  syndicate).  xVs  above  shown,  when  the  syndicate  agree- 
ment was  terminated  by  the  Corporation,  the  amount  of  preferred 
stock  exchanged  or  which  could  be  •  exchanged  was  $150,000,000. 
Therefore,  the  evidence  is  very  strong  that  during  this  interval 
between  October  22,  1903,  and  November  19,  1903,  approximately 
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$20,000,000  worth  of  preferred  stock,  or  200,000  shares,  were  purchased 
in  the  open  market  by  the  syndicate  for  exchange.  During  this  inter- 
vaI  there  were  very  heavy  transactions  in  the  preferred  stock,  the  total 
for  the  four  weeks  ended  October  19  exceeding  2,000,000  shares,  while 
the  margin  between  the  preferred  stock  and  the  bonds  ranged  gen- 
erally from  12  to  15  points,  occasionally  being  somewhat  greater. 

As  already  stated  the  pri\'ilege  of  the  syndicate  to  make  such  con- 
version operations  was  terminated  on  November  liJ,  1903.  The  fol- 
lowing statement  was  given  out  by  E.  H.  Gary,  chairman  of  the  Cor- 
poration : 

At  a  meeting  of  the  finance  committee  of  the  United  States 
Steel  Corporation  held  yesterday  it  was  (by  unanimous  vote) 
decided  to  suggest  to  ^lesnrs.  J.  P.  Morgan  &  Co.  that  the  syn- 
dicate contract  for  the  conversion  of  preferred  stock  into  second- 
mortgage  5  per  cent  bonds  should  be  canceled  and  terminated 
bejcjnd  the  amount  of  $150,000,000,  which  figure  has  very  nearly 
been  reached. 

Messrs.  J.  P.  Morgan  &  Co.  immediately  acceded  to  the  re- 
quest of  the  finance  committee  and  no  further  exchanges  will  be 
made  for  account  of  the  syndicate  beyond  the  amount  stated. 

It  was  reported  that  this  sudden  termination  of  the  agreement  was 
prompted  by  the  threat  of  injunction  proceedings  against  the  Corpo- 
ration. However  that  may  have  been,  the  vigorous  condemnation  of 
the  plan  by  the  press  was  involving  the  Corporation  in  exceedingly 
unpleasant  notoriety,  and  there  can  be  little  doubt  that  the  abandon- 
ment of  the  arrangement  was  in  response  to  this  disapproval.  (See 
pp.  350-351.) 

A\^hile  the  evidence,  therefore,  indicates  that  the  syndicate  pur- 
chased a  very  large  quantity  of  preferred  stock  during  the  period 
whqn  it  Avas  selling  at  a  wide  margin  under  the  price  of  the  bonds, 
this  in  itself  does  not  show  that  the  syndicate  was  directly  responsible 
for  the  pronounced  depression  of  the  stock.  Such  charges  would,  of 
course,  be  almost  impossible  of  proof.  It  in,  however,  worth  noting 
that  the  suspicion  was  very  widely  entertained  in  Wall  Street  at  the 
time  that  the  syndicate  was  not  merely  taking  advantage  of  a  pro- 
nounced decline  in  the  preferred  stock,  but  that  it  had  actively  as- 
sisted in  bringing  about  this  decline.  The  mere  fact  that  there  was  a 
special  inducement  to  indulge  in  such  manipulation  and  that  the  syn- 
dicate would  be  the  sole  beneficiary  at  the  expense  of  the  remaining 
stockholders  is  alone  a  very  telling  criticism  of  this  feature  of  the 
plan. 

Complaint  was  also  made  that  the  4  per  cent  commission  to  the 
syndicate  was  excessive.  Opinions  on  this  question  depend  chiefly 
of  one's  views  as  to  the  general  merit  of  the  plan  of  exchanging 
preferred  stock  into  bonds.  If  the  conclusion  be  reached  that  the 
substitution  of  $150,000,000  of  5  per  cent  bonds  for  a  like  amount 
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of  7  per  cent  preferred  stock  was  in  itself  desirable  and  ad\'an- 
tageous  to  the  Corporation,  then  the  payment  of  $6,800,000  in  the 
form  of  a  4  per  cent  commission  on  this  portion  of  the  bond  issue 
could  perhaps  be  defended.  If,  however,  such  substitution  of  bonds 
for  stock  is  regarded  as  inadvisable,  then  the  payment  of  the  4  per 
cent  commission  for  effecting  such  exchange  becomes  open  to  objec- 
tion. It  amounted,  on  this  assumption,  to  the  payment  by  the  Cor- 
poration of  $6,800,000  to  the  syndicate  for  raising  $20,000,000  of 
cash;  in  other  words,  a  commission  of  34  per  cent.  Viewed  in  this 
light  alone,  it  is  impossible  to  avoid  the  conclusion  that  the  commis- 
sion was  grossly  excessive. 

Without  attempting  to  pass  on  this  feature  of  the  plan,  it  seems 
clear  that  the  exclusive  privilege  allowed  the  syndicate  of  converting 
preferred  stock  into  bonds  was  undesirable  and  unjustifiable. 
Certainly  for  the  time  being  it  seriously  hurt  the  prestige  of  the 
Corporation. 

Reasons  foe  the  conversion  plan. — There  has  been  a  great  deal  of 
discussion  as  to  why  the  directors  of  the  Steel  Corporation  decided 
upon  this  conversion  plan.  One  of  the  most  probable  reasons  for  its 
adoption  is  that  the  financial  interests  identified  with  the  Corpora- 
tion found  that  its  enormous  capitalization  acted  as  a  wet  blanket 
upon  the  stock  market  at  all  times  and,  furthermore,  that  it  con- 
stituted a  very  serious  potential  menace  in  the  event  of  a  sudden  panic. 
Although  the  preferred  stock  of  the  Corporation  was  paying  7  per 
cent  dividends,  it  was  at  that  time  regarded  by  conservative  investors 
as  distinctly  a  speculative  security.  Indeed,  during  the  depression  in 
the  iron  and  steel  industry  in  the  winter  of  1903^,  when  the  dividend 
on  the  common  stock  was  first  cut  in  two,  and  later  suspended  alto- 
gether, there  were  very  grave  fears  that  the  Corporation  would  not 
be  able  to  maintain  dividends  on  even  the  preferred  stock.  This  feel- 
ing among  conservative  investors  undoubtedly  prevented  a  rapid  dis- 
tribution of  the  preferred  issue  by  banking  interests  who  were  carry- 
ing large  amounts  of  this  stock.  A  5  per  cent  bond,  on  the  other 
hand,  might  appeal  more  strongly  to  the  investing  class,  and  thus 
might  afford  a  means  for  relieving  the  stock  market  of  the  pressure 
of  the  enormous  capitalization  of  the  Corporation  to  that  extent. 
That  is  to  say,  if  a  large  amount  of  the  preferred  stock  of  the  Cor- 
poration then  "  on  the  market "  could  be  withdrawn,  exchanged  into 
bonds,  and  placed  with  investors  who  would  be  disposed  to  hold  the 
latter  without  much  regard  to  temporary  fluctuations  in  market  con- 
ditions, the  financial  operations  of  banking  interests  in  other  direc- 
tions would  be  facilitated  to  this  extent.  A  special  point  in  this  con- 
nection is  that  some  of  the  large  insurance  corporations,  and  other 
institutions  of  a  similar  character,  might  naturally  be  more  ready  to 
purchase  a  bond  than  preferred  stock.    There  seems  to  be  little  doubt 
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that  this  was  a  prmiary  motive  underlying  tlie  adoption  of  the  con- 
version phm. 

Another  explanation  sometimes  advanced  is  that  the  plan  was 
largely  designed  to  increase  the  value  of  the  common  stock  by 
reducing  the  prior  charges.  Some  of  the  leading  interests  in  the 
Steel  Corporation  claimed  to  be  large  owners  of  the  common  stock. 
It  is  difficult  to  believe,  however,  that  this  could  have  been  a  very 
important  consideration  in  the  minds  of  the  directors,  since  the  sub- 
stitution of  a  bonded  debt  for  the  preferred  stock  can  hardly  be  re- 
garded as  likely  to  improve  the  standing  of  the  common  stock  with 
investors  generally.  It  is  true  that  the  new  bonds  contained  a  pro- 
vision to  the  effect  that  foreclosure  proceedings  could  not  be  instituted 
under  them  until  there  had  been  a  failure  for  a  consecutive  period  of 
two  years  to  pay  interest.  It  is  also  true  that  the  conversion  opera- 
tions reduced  the  charges  coming  ahead  of  the  common  stock.  How- 
ever, the  influence  of  a  bond  issue  is  ordinarily  more  adverse  to  the 
common  stock  than  that  of  an  issue  of  preferred  stock,  and  it  hardly 
seems  probable  that  the  possibility  of  enhancing  the  value  of  the  com- 
mon stock  was  an  important  factor  in  bringing  about  this  conversion 
plan. 

Still  another  explanation  offered  for  this  plan  was  that  it  was  a 
deliberate  scheme  to  enable  the  underwriting  syndicate  to  "milk " 
the  Corporation.^  AATiile  the  anticipated  profit  of  the  syndicate  un- 
doubtedly was  an  important  consideration,  and  while,  as  already 
pointed  out,  such  underwriting  profits  were  a  very  conspicuous  fea- 
ture of  the  consolidation  movement  in  the  steel  industry  throughout, 
it  hardly  seems  reasonable  to  assume  that  the  primary  object  of  the 
directors  of  the  Corporation  in  adopting  this  conversion  plan  was  to 
secure  a  large  profit  for  an  underwriting  syndicate  of  which  only  a 
part  of  them  were  members.  While  open  to  several  serious  objections, 
it  seems  more  probable  that  the  syndicate  arrangement  was  an  inci- 
dent of  the  plan  and  not  its  chief  object. 

1  Thus  one  writer   in  discussing  this  plan  said  ; 

It  seems  perfectly  clear  that  an  important  motive  for  this  transaction  was  to  se- 
cure a  lar;;e  profit  to  prominent  banliers  who  were  represented  at  tlie  same  time  on 
the  board  of  directors  of  the  Steel  Corporation.  (W,  Z.  Ripley,  Quarterly  Journal 
of  Economics,  February,  11105.) 


CHAPTER  IX. 

RELATIVE  POSITION  OF  THE  UNITED  STATES  STEEL  CORPORA- 
TION IN  THE  STEEL  INDUSTRY. 

Section   1.  Comparison   of   Steel   Corporation's   production   of   principal 
products  with  that  of  independent  concerns. 

It  is  clear  that  the  United  States  Steel  Corporation  at  its  organi- 
zation, in  1901,  overshadowed  not  only  any  individual  competitor 
in  the  industry  in  the  United  States  but  all  competitors  combined. 
Since  its  organization  the  Corporation,  as  shown,  has  acquired  sev- 
eral important  independent  concerns,  and  has  also  very  greatly  in- 
creased its  capacity  by  the  erection  of  new  plants  and  the  moderni- 
zation and  enlargement  of  old  ones.  Notwithstanding  the  resulting 
great  expansion  in  the  absolute  volume  of  its  business,  however,  the 
Corporation,  from  a  manufacturing  standpoint,  has  not  increased 
its  proportion  of  the  total  output  of  the  country.  On  the  contrary, 
in  the  case  of  several  products,  it  has  actually  failed  to  maintain  the 
position  which  it  held  in  1901.  With  respect  to  the  ownership  or 
control  of  raw  materials,  and  particularly  of  ore,  the  case,  as  shown 
later  (see  sec.  6)  is  very  different. 

The  production  of  the  Steel  Corporation,  yearly,  since  its  organi- 
zation, has  already  been  given  in  Table  30,  on  page  270.  In  Table 
60,  below,  the  Corporation's  output  of  principal  products,  from  1901 
to  1910,  is  compared  with  the  combined  output  of  independent  com- 
panies, the  total  for  the  country  also  being  given.  These  figures 
have  been  compiled  from  the  annual  statistical  reports  of  the  secre- 
tary of  the  American  Iron  and  Steel  Association,  a  recognized  au- 
thority. It  will  be  noted  that  the  classification  of  products  by  the 
American  Iron  and  Steel  Association  is  somewhat  different  from  that 
by  the  Steel  Corporation  itself,  as  given  in  Table  30,  and,  further- 
more, that  the  statistics  in  Table  50  do'  not  include  certain  semifin- 
ished products,  such  as  billets,  slabs,  etc.,  which  were  included  in 
Table  30.  However,  since  the  Iron  and  Steel  Association  statistics 
are  presumably  compiled  on  a  uniform  basis  from  year  to  year,  they 
afford  a  satisfactory  basis  for  the  present  discussion. 
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Table  60.— AJSTNUAL  PRODUCTION  OF  ORE,  COKE,  AND  IRON  AND  STEEL  PRODUCTS 
BY  UNITED  STATES  STEEL  CORPORATION  AND  BY  INDEPENDENT  CONCERNS, 
1901-1910.1 

[From  annual  statistical  reports  of  the  American  Iron  and  Steel  Association.] 


Product. 


Iron  ore: 

Production,  aU  districts 

Shipments  from  Lake 

region 

Coke  2 

Pig  iron,  excluding 

Spiegel,  etc 

Spiegeleisen,    ferroman- 

ganese,etc 


Ingots  and  castings: 

Bessemer 

Open  hearth 


Total. 


U.S. 
steel 
Corpora- 
tion. 


Inde- 
pendent 

com- 
panies. 


Gr.  tons.     Gr.  tons. 
12,092,21316,195,266 

12,692,213   7,897,1 


6, 613,. 503 


190,485 


1,973,390 


100,976 


1,113,588   2,599,714 
!,  746,990   1,909,313 


8,800,.584l  4,509,027 


Rolled  products: 

Bessemer  steel  rails I  1,719,07) 

Structural  shapes 029,733 


Plates  and  sheets' 

Wire  rods 

Bars,  skelp,  nail  plate, 
open-hearth  and  iron 
rails,  and  other  fin- 
ished rolled  products , 

Total     finished 
rolled  products. . 

Wire  na,ils  (kegs  of  100 
lbs.) 


Iron  ore: 

Production,  all  districi  s 

Shipments  from  Lake 

region 

Coke! 

Pig   iron,    excluding 

Spiegel,  etc 

Spiegeleisen,    ferroman- 

ganese,etc 


1,450,897 
1,059,859 


1,324,393 


6,189,958 


6,446,938 


Total, 
all  com- 
panies. 


Gr.  tons. 
18,887,479 


20,589,237 


15,586,893 
291,461 


8,713,302 
4,656,309 


13,369,611 


1,151,740  2,870,816 
383,417!  1,013,150 
797,628  2,254,426 
306,075   1,365,934 


3,520,609 


3,356,884 


12,349,327 


9,803,822 


U.S. 
Steel 
Corp.'s 
percent- 
age of 
total. 


43.9 
01.6 


42.4 

65.4 


70.2 
59.0 


59.9 
02.2; 
04.0 

77.0' 


27.3! 


1902. 


U.  S. 
Steel 
Corpora- 
tion. 


Inde- 
pendent 

com- 
panies. 


Gr.  tons.     Gr.  tons. 
16,063,17919,490,956 

16,659,47010,911,651 

9,521,567  15,880,103 

7,802,812   9,805,514 
172,718         40,263 

6,759,210   2,379,153 
2,984,708   2,703,021 


9,743,91.S   5,082,174 

1,920,786    1,014,600 
753,481        546,845 


1,583,806 
1,126,826 


1,701,700 


65.8 


Gr.  ions. 
15,363,355 

14,293,083 

8,058,391 

7,123,053 
156,188 


Gr.  ions. 
19,656,953 

9,996,796 
16,003,969 

10,693,638 

36,473 


Gr.  tons 
36,019,308 


24,289,878 
25,262,360 


17,816,691 
192,661 


7,086,658 


1,081,644 
44r,  467 


Total, 
all  com- 
panies,. 


Gr.ton^. 
35,654,135 

27,571,121 
25,401,730 


9,138,363 
5,687,729 


14,826,092 


2,936,392 


U.S. 
steel 
Corp.'s 
percent- 
age of 
total. 


45.1 


60.4 
37.4 


44.3 
81.0 


73.9 
52.4 


65  4 

1,300,326         57.9 
2,665,409:       59.4 

1,. 574, 293         71.5 


3,766,996   5,408,1 


6, 857,  4.5S  13, 944, 110 


7,122,354 


3,859,892,10,982,240 


50.8 


64.8 


Gr.  ions,  j  Or.  tons.    Gr.  tons. 
10, 503, 087  17, 141, 243  27, 644, 330 


68.  S||ll,  746, 409  10, 070, 430  21, 822, 839 
34,2.  ,S,(;r)2,2ll3  14,909 


39.  9!  [  7,213,933 
81. oj   155,488 


9,002,708 

64, 904 


23,621,530 
16, 276, 641 
220,392 


53.8 
36.6 


44.3 
70.5 


1  These  statistics  for  1901  cover  the  business  of  the  constituent  concerns  of  the  United  States  Steel  Cor- 
poration for  the  entire  calendar  year  and  not  merely  for  the  nine  months  covered  by  the  operations  of  that 
concern. 

2  All  figures  for  coke  are  given  in  net  tons. 

« Including  black  plates  for  tinning,  but  excluding  nail  plate. 
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Table  50.— ANNUAL  PRODUCTION  OF  ORE,  COKE,  AND  IRON  AND  STEEL  PRODUCTS 
BY  UNITED  STATES  STEEL  CORPORATION  AND  BY  INDEPENDENT  CONCERNS, 
1901-1910— Continued. 

[From  annual  statistical  reports  of  the  American  Iron  and  Steel  .Vssociation.l 


1903— Continued. 

1904— Continued. 

Product. 

U.S. 
Steel 
Corpora- 
tion. 

Inde- 
pendent 

com- 
panies. 

Total, 
all  com- 
panies. 

U.S. 
Steel 
Corp.  *s 
percent- 
age of 
total. 

U.S. 
Steel 
Corpora- 
tion. 

Inde- 
pendent 

com- 
panies. 

Total, 
all  com- 
panies. 

U.S. 
Steel 
Corp.'s 
percent- 
age of 
total. 

Ingots  and  castings; 
Bessemer           

Gr.  tons. 
6,191,660 
2,976,300 

Gr.  tons. 
2,401,169 
2,853,611 

Gr.  tons. 
8,692,829 
5,829,911 

72.0 
51.0 

Gr.  tons. 
5,427,979 
2,978,399 

Gr.  tons. 
2,431,161 
2,929,767 

Gr.  tons. 
7,859,140 
6,908,106 

69.0 

50.4 

Total 

9,167,960 

5,2,54,780 

14,422,740 

63.5 

8,406,378 

5,360,928 

13,767,306 

61.0 

Rolled  products: 

Bessemer  steel  rails 

Structural  shapes 

Plates  and  sheets  i 

Wire  rods 

1,934,316 

660,978 

1,667,223 

1,100,290 

1,610,086 

1,012,441 
434,836 

1,042,442 
403, 166 

3,661,923 

2,946,756 
1,095,813 
2,599,665 
1,503,466 

5,062,008 

65.6 
60.3 
59.9 
73.1 

29.8 

1,223,884 

523,854 

1,406,397 

1,212,012 

1,378,651 

914,073 

425, 292 

1,016,001 

487,016 

3,427,201 

2,137,957 

949, 146 

2,421,398 

1,699,028 

4,805,852 

57.2 
55.1 
58.0 
71.3 

Bars,  skelp,  nail  plate, 
open-hearth  and  iron 
rails,  and  other  fin- 
ished rolled  products. 

28.6 

Total     finished 
rolled  products. . 

6,702,891 

6,444,806 

13,207,697 

51.2 

5,744,798 

6,268,683 

12,013,381 

47.8 

Wire  nails  (kegs  of  100 
lbs.) 

6,801,180 

2,830,481 

9,631,661 

70.6 

7,998,912 

3, 927, 749 

11,926,661 

57  0 

1905. 

1906. 

Iron  ore: 
Production,  all  districts 
Shipments  from  Lake 

Gr.  tons.     Gr.  tons. 
18,480,550  24,039,677 

19,261,872  15,101,584 
12,242,90919,988,220 

9,951,891  12.740..y3 

Gr.  tons. 
42, 626, 133 

34,353,456 
32,231,129 

22,698,404 

293,976 

43.4 

56.0 
37.9 

43.8 

74  9 

Gr.  ions. 
20, 645, 148 

20,885,774 
13,295,075 

11,061,794 

206, 683 

Gr.  tons. 
27,104,580 

17,637,665 
23,106,142 

13,939,765 

100,059 

Gr.  tons. 
47,749,728 

38,623,439 
36,401,217 

25,001,549 

305, 642 

43.2 

Coke2 

Pig    iron,   excluding 
Spiegel,  etc 

44  2 

Spiegeleisen,    ferroman- 
ganese,  etc 

220,257 

73,719 

67  2 

Ingots  and  castings: 
Bessemer. . 

7,379,188 
4,616,061 

3, 662, 187 
4,365,325 

10,941,375 
8,971,370 

67.4 
51.4 

8,072,665 
5,456,544 

4,203,175 
6,523,869 

12,275,830 
10,980,413 

65  7 

Total 

11,995,239 

7,917,512 

19,912,751 

60.2 

13,629,199 

9,727,044 

23,256,243 

Rolled  products: 

Bessemer  steel  rails 

Structural  shapes 

Plates  and  sheets  i 

Wire  rods 

1,713,610 

90S, 096 

2,028,429 

1,265,707 

1,478,737 
752, 423 

1,503,801 
542,981 

3,192,347 
1,060,519 
3,632,230 
1,808,688 

53.6 

54.6 
57.4 
69.9 

1,995,868 
1,1.57,271 
2,364,790 
1,342,391 

1,795,591 
961,601 

1,827,366 
529, 223 

3,791,459 
2,118,772 
4,182,150 
1,871,614 

52.6 
64.6 
56.3 
71.7 

4525° 


-11 


1  Including  black  plates  for  tinning,  but  excluding  nail  plate. 

2  All  figures  for  coke  are  given  in  net  tons. 

25 
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Table 50.— ANNUAL  PRODUCTION  OF  ORE,  COKE,  AND  IRON  AND  STEEL  PRODUCTS 
BY  UNITED  STATES  STEEL  CORPORATION  AND  BY  INDEPENDENT  CONCERNS, 
1901-1910— Continued . 

[From  annual  statistical  reports  of  the  American  Iron  and  Steel  Association.] 


1905— Continued. 

1905— Continued. 

Product. 

U.  S. 
Steel 
Corpora- 
tion. 

Inde- 
pendent 

com- 
panies. 

Total, 
all  com- 
panies. 

U.S. 
Steel 
Corp.'s 
percent- 
age of 
total. 

U.S. 
Steel 
Corpora- 
tion. 

Inde- 
pendent 

com- 
panies. 

Total, 
all  com- 
panies. 

U.S. 
Steel 
Corp.'s 
percent- 
age of 
total. 

RoUed  products— Contd. 
Bars,  skelp,  nail  plate, 
open-hearth  and  iron 
rails,  and  other  fin- 
ished rolled  products . 

Gr.  tons. 
2,063,113 

Gr.  tons. 
4,583,118 

Gr.  tons. 
6,646,231 

31.0 

Or.  tons. 
2,682,626 

Gr.  toTis. 
6,041,841 

Gr.  tons. 
7,624,467 

33.8 

Total     finished 
rolled  products.. 

7,978,956 

8,861,060 

16,840,015 

47.3 

9,432,946 

10,156,622 

19,588,468 

48.1 

Wire  nails  (kegs  of  100 
lbs.) 

7,175,418 

3,679,474|10,864,892 

66.1 

7,524,114 

3,962,533 

11,486,647 

65.6 

1907. 

1908. 

Iron  ore: 
Production,  all  districts 
Shipments  from  Lake 

Gr.  tons. 
22,403,801 

23, 148, 467 
12,373,938 

10,633,496 

186,472 

Gr.  tons.    Gr.  tons. 
29,316,818  51,720,619 

19,096,603|42,245,070 
28  405  626^0  77Q  .(^4 

43.3 

54.7 
30.3 

41.7 

54.9 

Gr.  tons. 
16,662,716 

14,579,613 
8,169,931 

6,819,064 

116,344 

Gr.  tons. 
19,320,621 

11,436,374 
17,863,587 

8,964,936 

36, 674 

Gr.  tons. 
36,983,336 

26,014,987 
26,033,618 

16,784,000 

152,018 

46.3 

56.0 
31.3 

43.2 

75.8 

Cokei 

Pig  iron,  excluding 
Spiegel,  etc 

14,808,617 
152,876 

25,442,013 
339,348 

Spiegeleisen,    lerroman- 

ga,np.i:p.j  p.tn 

Ingots  and  castings: 
Bessemer.. 

7,556,460 
5,543,088 

4,111,089 
6,006,648 

11,667,549 
11,549,736 

64.7 
47.9 

4,056,275 
3,783,438 

2,061,480 
4,053,291 

6,116,755 
7,836,729 

66.2 
48.2 

Open  hearth 

Total 

13,099,648 

10,117,737 

23,217,285 

66.4 

7,838,713 

6,114,771 

13,953,484 

56.1 

Rolled  products: 

Bessemer  steel  rails 

Open-hearth  steel  rails. 

1,744,578 

1,635,447 

3,380,025 

61.6 

790, 630 

265,067 

510,343 

1,377,089 

1,234,220 

1,394,179 

568,523 
306,724 
672,838 

1,272,604 
582,729 

2,963,247 

1,349,153 
571,791 
1,083,181 
2,649,693 
1,816,949 

4,367,426 

58.6 

Structural  shapes 

Plates  and  sheets  2 

Wire  rods 

1,066,727 
2,372,498 
1,443,191 

2,814,042 

873,625 

1,876,334 

674, 392 

6,463,988 

1,940,362 
4,248,832 
2,017,583 

8,278,030 

54.9 
65. 8 
71.5 

33.9 

47.1 
61.9 
67.9 

31.9 

Bars,  skelp,  nail  plate, 
open-hearth  and  iron 

ished  rolled  products. 

Total    finished 
rolled  products . 

9,441,036 

10,423,786 

19,864,822 

47.5 

5,571,528 

6,266,665 

11,828,193 

47.1 

Wire  nails  (kegs  of  100 
lbs.) 

7,704,546 

3,936,498 

11,731,044 

66.4 

6,629,718 
386,718 

4,133,264 
150,369 

10,662,972 
537,087 

Tin    plates   and    terne 
plates 

61.2 

1  All  figures  for  coke  are  given  in  net  tons. 

'  Including  black  plates  for  tinnmg,  but  excluding  nail 


plate. 
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Table  50.— ANNUAL  PRODUCTION  OF  ORE,  COKE,  AND  IRON  AND  STEEL  PRODUCTS 
BY  UNITED  STATES  STEEL  CORPORATION  AND  BY  INDEPENDENT  CONCERNS, 
1901-1910— Continued. 

[From  annual  statistical  reports  of  the  American  Iron  and  Steel  Association.] 


U.S. 
Steel 
Corpora- 
tion. 


Iron  ore: 

Production,  all  districts 

Siiipments  from  Lake 

region 

Cotei 

Pig  iron,  excluding 

Spiegel,  etc 

Spiegeleisen,    ferroman- 

ganese,  etc 


Gr.  tons. 
3.3,431,047 


21,876,246 


Inde- 
pendent 

com- 
panies. 


Gr.  tons. 
27,863,224 


Ingots  alud  castings: 

Bessemer 

Open  heartli 


Total. 


Rolled  products: 

Bessemer  steel  rails 

Open-hearth  ste.el  rails. 

Structural  shapes 

Plates  and  sheets  ^ 

Wire  rods 

Bars,  slcelp,  nail  plate, 
iron  rails,  and  other 
finished  rolled  prod- 
ucts  


20,710,623 
13,590,11225,724,963 

11,455,20014,116,231 


163,160 


5,846,300 
7,508,889 


61,890 


Total, 
all  com- 
panies. 


U.S. 
Steel 
Corp.'s 
percent- 
age of 
total. 


Gt.  ions. 
51,294,271 

42,586,869 
39,316,065 

25,570,431 

225,040 


3,484,483 
6,985,047 


9,330,783 
14,493,936 


13,3.55,18910,469,530 


Total    finished 
rolled  products.. 

Wire  nails  (tegs  of  100 
lbs.) 

Tin  plates  and  terne 
plates 


1,012,512 
722,005 
1,071,018 
2,108,576 
1,626,936 


3,063,659 


754,669 

534,069 

1,204,544 

2,125,770 

708, 749 


4,711,693 


9,605,30610,039,384 


8,442,600 

378,767 


1,767,171 
1,266,674 
2,276,662 
4,234,346 
2,335,685 


19,644,690 


6,473,65313,916,053 
233,192       611,.  959 


61.4 
34.6 


44.8 

72.6 


U.S. 
steel 
Corpora- 
tion. 


Gr.  ions 
25,245,816 


Inde- 
pendent 

com- 
panies. 


Gt.  ions. 


22,185,972  21,266,425 
13,649,578  28,059,232 


11,657,762 
173,636 


62.7'  5,796,223 
51.8    8,383,146 


15,421,374 
60,795 


3,616,549 
8,121,363 


Total, 
all  com- 
panies. 


U.S. 
Steel 
Corp.'s 
percent- 
age of 
total. 


Gr.  tons. 


43,442,397 
41,708,810 

27,079,136 

224,431 


9,412,772 
16,504,509 


111,737,912 


57.3 
57.5,1 
47.  ll 
49.8 


7!  1,508,294 


3,203,279 


60.7 
61.9 


1,134,381 
1,004,565 
1,163,300 
2,380,106 


760, 061 

746,794 

1,103,690 

2,575,378 

733,536 


10,393,92511,227,354 


7,041,692 
440,694 


5,663,210 

282,076 


51.0 
32.7 


43.0 
77.4 


61.6 
50.8 


1,884,442 

1,751,; 

2,266,890 

4,955,484 

2,241,830 


8,521,274 


21,621,279 

12,704,902 
722,770 


60.2 
67.4 
61.3 
48.0 
67.3 


48.1 

56.4 
61.0 


^  All  figures  for  coke  are  given  in  net  tons. 

'  The  division  of  the  total  production  between  Bessemer  and  open  hearth  is  not  given  by  the  American 
Iron  and  Steel  Association  in  these  years.  The  figures  for  the  Steel  Corporation  alone  appear  in  Table  30 
(p.  270). 

3  Including  black  plates  for  tinning,  but  excluding  nail  plate. 

Section  2.  Percentages  of  country's  production  of  principal  iron  and  steel 
products  controlled  by  Steel  Corporation. 

The  relative  position  of  the  Steel  Corporation  from  a  manufactur- 
ing standpoint  may  be  better  seen  from  the  following  table — based 
upon  Table  ~>0 — which  gives  simply  the  Corporation's  percentages  of 
the  country's  production  of  these  leading  iron  and  steel  products  dur- 
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ing  this  period.  It  may  be  noted  that  the  percentages  for  pig  iron 
and  spiegeleisen,  ferromanganese,  etc.,  in  addition  to  being  stated 
separately,  are  in  this  table  combined. 

Table  51.— PROPORTION  OF  TOTAL  UNITED  STATES  PRODUCTION  OF  IRON  ORE, 
COKE,  AND  VARIOUS  IRON  AND  STEEL  PRODUCTS  CONTROLLED  BY  THE  UNITED 
STATES  STEEL  CORPORATION,  YEARLY,  1901-1910. 

[From  annual  statistical  reports  of  the  American  Iron  and  Steel  Association.] 


Product. 

1901. 

1902. 

1903. 

1904. 

1905. 

1900. 

1907.    1908. 

1909. 

1910. 

Iron  ore; 

P.ct. 
43.9 
61.0 

m 

42.4 
05.4 
42.9 

P.ct. 
45.1 
60.4 
37.4 
44.3 
81.0 
44.7 

P.ct. 
43.8 
68.8 
34.2 
39.9 
Sl.O 
40.4 

P.  CI. 
37.9 
53.8 
36.6 
44.3 
70.5 
44.6 

P.ct. 
43.4 
56.0 
37.9 
43.8 
74.9' 
44.2 

P.ct. 
43.2 
54.2 
36.5 
44.2 
67.2 
44.6 

P.ct. 
43.3 
54.7 
30.3 
41.7 
64.9 
41.9 

P.ct. 
46.3 
66.0 
31.3 
43.2 
75.8 
43.5 

P.ct. 
45.7 
51.4 
34.6 
44.8 
72.5 
45.0 

P.ct. 

(') 
51.0 
32  7 

Shipments  from  Lake  region 

Colce                                                  -       -  . 

Spiegeleisen,  ferromanganese,  etc 

Total  pig  iron,  Spiegel,  ferro,  etc 

77.4 
43.3 

Ingots  and  castings:  i 

Bessemer 

Open  hearth 

70.2 
59.0 

66.3 

73.9 
52.4 

72.0 
61.0 

69.0 
50.4 

67.4 
61.4 

65.7 
49.6 

64.7 
47.9 

66.2 
48.2 

62.7 
51.8 

(11.6 
50.8 

Total 

C5.7 

63.5 

61.0 

60.2 

68.1 

66.4 

56.1 

56.0 

54.7 

Rolled  products: 

Bessemer  steel  rails 

Open-hearth  steel  rails 

59.9 

0) 
62.2 
64.6 
77.6 

27.3 

65.4 

57.9 
69.4 
71.5 

31.1 

65.6 

(<) 
60.3 
59.9 
73.1 

29.8 

57.2 

(*) 
55.1 
58.0 
7L3 

28.6 

63.6 
W 
64.6 
57.4 
69.9 

31.0 

52.6 

54.6 
56.3 
71.7 

.33.8 

51.6 

(<) 
54.9 
66.8 
71.6 

33.9 

58.  6 
46.3 
47.1 
61.9 
67.9 

31.9 

67.3 
57.6 
47.1 
49.8 
69.7 

39.4 

60.2 
57  4 

51.3 

48.0 

67.3 

Bars,  slcelp,  nail  plate,  iron  rails,  and 
other  finished  rolled  products 

37.6 

Total  finished  rolled  products. . , 

50.1 

50.8 

6L2 

47.8 

47.3 

48.1 

47.0 

47.1 

48.9 

48.1 

Wire  nails  (kegs  of  100  lbs.) 

65.8 

m 

64.8 

70.6 
(=) 

67.0 
(") 

66..1 
(=) 

65.5 
(') 

66.4 
(») 

61.2 
72.0 

60.7 
61.9 

56.4 

6L0 

1  See  note  2,  page  363. 

» Including  black  plates  for  tinning,  but  excluding  nail  plate. 


3  Data  not  available. 

^  None  produced  l>y  Corporation. 


The  Steel  Corporation  itself  prepared  a  comparative  statement  of 
similar  jjercentages  with,  however,  a  somewhat  different  classification. 
The  Corporation,  it  should  be  noted,  relied  largely  upon  the  reports 
of  the  American  Iron  and  Steel  Association.  Its  figures  are  given 
in  Table  52.  They  are,  in  most  instances,  substantially  the  same  for 
the  same  products  as  those  compiled  by  the  American  Iron  and  Steel 
Association  except  that  in  1907  the  Steel  Corporation's  figures  include 
the  production  of  the  Tennessee  Coal,  Iron  and  Railroad  Company, 
while  those  of  the  American  Iron  and  Steel  Association  do  not.  The 
Corporation's  figTires  for  ingots  and  castings,  moreover,  include  cer- 
tain special  steels,  the  tonnage  of  which  is  small,  while  those  of  the 
Association,  as  here  given,  do  not."^ 


1  In  r.iOl)  and  1910  the  Association  included  special  steels  in  its  ingot  figures  but 
they  have  ijcon  excluded  by  the  Bureau  so  as  to  Ueep  the  Association's  statistics  on  a 
uniform  basis. 
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Table  r,i;.— STEEL  COErORATION'R  rERCENTAGES  OF  TOTAL  PRODUCTION  IX 
THE  UNITED  STATES  OF  PH;  IKON  AND  VAEIOrS  STEEL  PEODrCTS,  AS  I'OJI- 
PUTED  BY  THE  CORPORATION,  1901-1910. 

[These  data  are  based  upon  actual  tonnage  produced,  except  as  otherwise  noted,  as 
furnished  by  statistics  published  by  the  American  Iron  and  SIitI  Association  supplemented 
by  Inyestlgation  made  by  the  United  States  Steel  Corporation. i] 


Year. 


Pig  iron, 

spiesel,and 

ferro. 


Steel  Ingots 

and 

castings. 


Rails. 


Structural 
shapes. 


Pm 


Plates  and 

sheets  of  all 

kinds.' 


EC'S 
PS 


Blaclc  plate 

produced  in 

tin  mills. 


1901.. 
1902. . 
1903. . 
1904. . 
1905. . 
1906. . 
1907'. 
1908'. 
1909» 
19103 


43.2 
44.8 
40.4 
44.7 
44.2 
44.5 
44.3 
43.5 
45.0 
43.4 


56.8 
65.2 
59.6 
55.3 
55.8 
55.5 
55.7 
66.5 
55.0 
56.6 


66.7 
65.2 
63.1 
60.7 
60.0 
57.8 
57.1 
55.9 
55.8 
54.3 


34.3 
34.8 
36.9 
39.3 
40.0 
42.2 
42.9 
44.1 
44.2 
45.7 


67.6 
64.4 
54.3 
51.2 
50.2 
52.2 
56.0 
57.4 
68.9 


40.2 
32.4 
35.6 
46.7 
48.8 
49.8 
47.8 
45.0 
42.6 
41.1 


62.2 
57.9 
60.3 
56.1 
54.6 
54.6 
54.9 
47.1 
47.0 


37.8 
42.1 
39.7 
44.9 
45.4 
45.4 
45.1 
62!  9 
53.0 


64.6 
59.4 
59.9 
58.0 
57.4 
56.3 
65.8 
51.9 
49.7 
(*) 


35.4 
40.6 
40.1 
42.0 
42.6 
43.7 
44.2 
48.1 
60.3 
0) 


79.8 
70.7 
77.6 
71.5 
67.9 
70.4 
69.1 
67.6 
60.0 
52.9 


20.2 
29.3 
22.4 
28.5 
32.1 


32.4 
40.0 
47.1 


Year. 


1901.. 
1902. . 
1903.. 
1904. . 
1905. . 
1906. . 
19078. 
19083. 
19093. 
19103. 


Coated  tin- 
mill  prod- 
ucts. 


pM 


73.1 
71.4 
76.4 
71.4 
71.3 
73.6 
72.6 
71.1 
61.9 
61.1 


26.9 
28.6 
23.6 
28.6 
28.7 
26.5 
27.4 
28.9 
38.1 


Black  and 

coated 
sheets  pro- 
duced in 
sheet  mills. 


pM 


67.3 
58.1 
51.4 
62.8 
58.4 
52.7 
60.6 
41.3 
40.7 


32.7 
41.9 
48.6 
47.2 
41.6 
47.3 
49.4 
58.7 
69.3 
61.1 


Wire  rods. 5 


PCQ 


77.7 
71.6 
73.1 
71.5 
69.9 
71.7 
71.5 
67.9 
69.7 
67.3 


22.3 
28.4 
26.9 
28.5 
30.1 
28.3 
28.5 
32.1 
30.3 
32.7 


Wire  nails. 


Pm 


68.1 
64.8 
71.6 
68.2 
67.4 
65.2 
69.4 
67.6 
60.9 
65.5 


31.9 
35.2 
28.4 
31.8 
32.6 
34.8 
30.6 
32.4 
39.1 
44.5 


Wrought 

pipe  and 

tubes. 3 


ptB 


67.2 
53.0 
54.6 
5i.l 
54.0 
52.4 
53.3 
47.4 
43.7 
38.2 


42.8 
47.0 
46.4 
48.9 
46.0 
47.6 
46.7 
52.6 
66.3 
61.8 


Seamless 
tubes. 3 


pM 


82.8 
72.2 
64.1 
64.1 
60.8 
66.5 
66.4 
66.3 
61.0 
65.3 


17.2 
27.8 
35.9 
35.9 
39.2 
34.6 
33.6 
33.7 
39.0 
44.7 


1  The  relative  percentages  shown  in  the  above  statement  are  based  upon  gross  production.  However, 
as  related  to  the  domestic  consumption  within  the  United  States  of  the  several  products,  the  above  per- 
centages given  for  United  States  Steel  overstate  its  relative  position.  This  is  because  approximately  10 
per  cent  of  the  Steel  Corporation's  output  is  shipped  in  the  export  trade,  while  all  other  manufacturers 
in  the  United  States  as  a  whole  conduct  a  comparatively  small  export  business.  Making  allowance  for 
this  export  tonnage,  it  is  estimated  by  the  Corporation  that  its  tonnage  is  equal  in  total  to  somewhat  less 
than  50  per  cent  of  the  entire  steel  produced  in  the  United  States  which  is  sold  for  domestic  uses. 

3  Includes  sheets  for  tinning,  galvanizing,  and  other  coatings. 

3  Tennessee  Coal,  Iron  and  Railroad  Company  included  with  Steel  Corporation  in  these  years. 

'  Data  not  available. 

''  The  percentages  given  for  wire  rods  also  overstate  the  relative  position  of  the  Corporation  as  to  the  wire 
industry  as  represented  by  wire  for  consumption,  because  of  the  fact  that  the  Corporation  has  sold  annu- 
ally from  8  to  10  per  cent  of  its  output  of  wire  rods. 

3  These  percentages  are  based  on  capacity,  not  production,  and  moreover,  the  capacity  of  "other"  com- 
panies is  partly  estimated.  The  comparison  does  not  include  cast-iron  pipe,  which  the  Steel  Corporation 
does  not  make  at  all. 
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For  the  purposes  of  the  present  discussion  it  will  be  found  con- 
venient to  use  the  classification  given  in  Table  51,  referring  from  time 
to  time  to  the  percentages  computed  by  the  Steel  Corporation.  From 
an  examination  of  Table  51  it  will  be  seen  that  the  Corporation  hars 
maintaine<l  its  relati\'e  position  in  the  industry  much  better  in  the 
case  of  iron  ore  and  pig  iron  than  in  the  case  of  crude  steel  and  fin- 
ished steel  products.  The  changes  in  its  relative  position  may  best 
be  seen  by  a  discussion  of  the  important  products  separately. 

Iron  gee. — "With  respect  to  the  production  of  iron  ore,  it  will  be 
seen  that  the  Corporation  has  well  maintained  the  position  which  it 
held  in  1901.  Indeed,  the  figures  for  recent  years  show  that  its  per- 
centage of  the  total  production  of  the  country  is  somewhat  greater 
than  it  was  in  1901.  Thus,  in  1908  the  Corporation  produced  46.3 
per  cent  of  the  total  ore  output  of  the  country,  and  in  1909,  45.7  per 
cent,  as  compared  with  43.9  per  cent  in  1901.  (The  1910  figures  have 
not  yet  been  published  by  tlie  Association.  The  Corporation's  pro- 
portion in  that  year,  however,  leased  upon  Geological  Survey  figures, 
was  44.4  per  cent.) 

A  striking  feature  of  these  percentages  for  ore  is  their  compara- 
tive uniformity.  Except  for  1904,  the  Corporation's  percentage  of 
the  total  production  never  fell  as  low  as  43  per  cent,  and  in  only  one 
year  exceeded  4G  per  cent. 

These  percentages  of  production  are  based  upon  the  total  output 
of  the  country.  Taking  ore  shipments  from  the  Lake  region  (the 
production  of  mines  in  that  I'egion  alone  not  being  shown  by  the 
American  Iron  and  Steel  Association's  reports),  the  Steel  Corporation 
had  a  distinctly  larger  share  of  the  business  than  it  had  of  the  total 
production  of  the  country.  The  average  for  the  period  1901-1008 
Avas  in  the  neighborhood  of  56  per  cent,  as  against  an  average  of, 
roughly,  44  per  cent  of  the  total  production.  However,  while  the 
Steel  Corporation's  share  of  the  country's  production  has  been  well 
maintained,  with,  in  fact,  an  increasing  tendency  (chiefly  on  ac- 
count of  the  acquisition  of  the  Tennessee  Coal,  Iron  and  Railroad 
Company),  its  share  of  the^ shipments  from  the  Lake  Superior  region 
has  declined  rather  sharply,  especially  since  1908,  its  percentage  in 
1910  being  only  51  as  against  61.6  in  1901. 

Generally  speaking  it  may  be  said  that  the  Steel  Corporation  has 
since  its  organization  controlled  approximately  45  per  cent  of  the 
production  of  the  country's  ore  and  substantially  65  per  cent  of 
the  shipments  of  ore  from  the  Lake  Superior  region  alone.  Since 
the  bulk  of  the  ore  used  for  steel-m'aking  purposes  comes  from  the 
Lake  region,  the  latter  percentage  is  the  better  index  to  the  real  posi- 
tion of  the  Steel  Corporation  as  an  ore  producer.  The  actual  pro- 
duction of  ore  by  the  Steel  Coi-poration  in  1910,  as  will  be  seen  from 
Table  50,  was  in  excess  of  25,000,000  tons,  of  which  approximately 
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23,000,000  tons  was  from  its  Lake  Superior  mines.  Almost  18,000,- 
000  tons  of  the  Corporation's  total  for  the  year  was  from  the  Mesabi 
Eange  alone. 

Coke. — Table  51  shows  that  the  Steel  Corporation  not  only  occupies  . 
a  much  less  important  position  in  the  coke  industry  than  in  the  ore 
industry,  but  also  that  its  percentage  of  the  country's  coke  produc- 
tion has  been  gradually  reduced  since  its  organization.  Thus,  from 
ST.!  per  cent  in  1902  (figures  for  1901  not  being  available)^  the  Cor- 
poration's share  of  the  coke  production  of  the  country  had  by  1910 
fallen  below  33  per  cent ;  in  1907  and  1908  it  was  somewhat  lower. 

These  percentages  for  coke  are  somewhat  misleading,  for  the  reason 
that  a  considerable  amount  of  the  total  production  under  discussion 
is  for  other  than  iron  and  steel  making  jiurposes,  and  the  percentages, 
therefore,  tend  to  understate  the  importance  of  the  Steel  Corporation 
in  this  branch  of  the  coke  business.^  If  statistics  of  production  of 
coke  for  iron  and  steely  making  purposes  alone  were  available,  the 
Corporation's  percentages  would  be  distinctly  higher. 

Pig  iron. — The  striking  feature  of  the  Corporation's  percentages 
of  pig-iron  production  is  their  close  similarity  to  those  for  ore,  not 
only  in  the  figures  themselves  but  in  their  comparatively  moderate 
fluctuations  during  the  period  covered.  Thus,  the  extreme  range  in 
these  percentages  (including  ferromanganese,  etc.)  in  Table  51  was 
from  iO.-t  per  cent  to  45  per  cent,  and  excluding  the  year  1903,  from 
only  41.9  per  cent  to  45  per  cent.  "Wlien  it  is  recalled  that  during  this 
period  the  large  pig-iron  capacity  of  the  Union-Sharon  and  Clairton 
steel  companies  and  of  the  Tennessee  Coal,  Iron  and  Railroad  Com- 
pany was  acquired,  not  to  mention  still  larger  additions  by  new 
furnaces  built  (see  Table  29,  p.  269),  the  failure  of  the  Corporation 
to  substantially  increase  its  percentage  is  a  striking  indication  of  the 
rapid  growth  of  independent  production. 

The  Steel  Corporation's  own  percentages  of  its  production  of  pig 
iron,  as  given  in  Table  52  (these,  as  already  stated,  being  based  upon 
the  total  figures  of  production  as  compiled  by  the  American  Iron  and 
Steel  Association),  are  substantially  identical  with  those  compiled 
by  the  Association  itself,  except  for  1901  and  1907. 

The  discrepancy  between  the  two  sets  of  figures  in  1901  was  appar- 
ently due  to  the  fact  that  certain  revisions  of  the  figures  of  that 
year  were  subsequently  made  by  the  Steel  Corporation  which  are  not 
taken  account  of  in  the  figures  of  the  American  Iron  and  Steel  As- 
sociation, while  the  difference  in  1907  is  due,  as  already  stated,'  to 
the  fact  that  the  Steel  Corporation's  percentages  include  the  produc- 
tion of  the  Tennessee  Coal,  Iron  and  Railroad  Company,  while  those 

1  It  should  be  noted,  however,  that  tlie  production  of  coke,  as  given  in  Table  50,  does 
not  include  coke  produced  as  a  byproduct  o£  illuminating  gas,  commercially  known  as 
*'  gas-house  coke." 
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of  the  American  Iron  and  Steel  Association  do  not.  The  percentages 
of  the  Tennessee  Coal,  Iron  and  Railroad  Comijany's  pig  iron-produc- 
tion to  the  total  of  the  country  from  1907  to  1910,  inclusive,  were  as 
follows : 

1!XI7 2.3 

19(18 3.  2 

lOOD 2.  2 

1910 2.8 

It  will  be  seen,  therefore,  that  had  it  not  been  for  the  absorption  of 
the  Tennessee  concern  the  Steel  Corporation  would  have  suffered  a 
IDerceptible  decline  in  its  position  as  a  producer  of  pig  iron  in  the  past 
few  years. 

During  the  ten-year  period  there  was,  of  course,  a  very  great  in- 
crease in  the  production  of  pi<r  iron.  The  total  increase  and  the  rela- 
tive increase  by  the  Steel  Corporation  and  by  independent  companies 
are  given  in  the  following  summary : 


1901. 

1910. 

Increase. 

By  United  States  Steel  Corporation  interests 

By  independent  companies 

Tom. 

6,865,731 

9,022,623 

Tom. 
11,831,398 
16,467,147 

Tom. 

4,975,667 

6,444,524 

Per  cent. 
72.6 
71.4 

Total  for  United  State*' 

15,878,354 

27,298,545 

11,420,191 

71  9 

As  already  jDointed  out,  the  percentages  of  the  Corporation's  pro- 
duction above  given  do  not  give  an  adequate  idea  of  its  importance  in 
the  pig-iron  branch  of  the  steel  industry,  for  the  reason  that  a  con- 
siderable part  of  the  countiy's  pig-iron  output  is  used  for  the  manu- 
facture of  foundry  iron  and  for  other  purposes  which  do  not  bring  it 
extensively  into  the  field  of  the  United  States  Steel  Corporation, 
which  is,  of  course,  preeminently  a  steel-making  concern. 

From  what  has  been  said,  therefore,  it  will  be  seen  that  the  Steel 
Corporation's  position  in  the  iron-ore  industry  and  in  the  production 
of  the  first  crude  material  of  the  steel  industry  (pig  iron)  has  been 
fairly  well  maintained  at  the  percentages  recorded  at  the  time  the 
Corporation  was  formed  in  1901.  The  Corporation's  percentage  of 
coke,  on  the  other  hand,  has  fallen  off  somewhat,  but  allowing  for  the 
fact,  above  noted,  that  the  percentages  are  based  on  a  total  which  in- 
cludes a  considerable  amount  of  coke  not  used  in  the  steel  industrv, 
this  decline  probably  would  not  have  been  especially  marked.  There- 
fore, in  what  may  be  called  the  "  raw  material  "  branches  of  the  steel 
industry,  the  Steel  Corporation  practically  has  not  lost  much  ground 
since  its  organization,  but,  on  the  contrary,  has  in  the  case  of  ore 
production  strengthened  its  position,  chiefly  as  a  result  of  the  purchase 
of  the  Tennessee  Coal,  Iron  and  Railroad  Company.     AVitli  respect 
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to  shipments  of  Lake  ore,  liowever.  the  Corporation  has  not  held 
its  own. 

IxcoTS  AXD  cASTi^'fiS. — The  percentages  of  these  crude-steel  prod- 
ucts probably  afford  the  best  single  index  of  the  Steel  Corporation's 
position  in  the  steel  manufacturing  industry.  It  Avill  be  seen  from 
Table  51  that  they  disclose  a  decided  recession  in  the  relative  standing 
of  the  Corporation.  Thus,  whereas  in  1901  and  190:2  the  Corporation 
produced  substantially  66  per  cent  of  the  country's  crude  steel,  for 
the  past  few  years  its  average  has  been  only  a  little  over  56  per  cent, 
and  in  1910  less  than  55  per  cent.  This  decline  in  the  Steel  Corpo- 
ration's position  has  taken  place  despite  the  fact,  brought  out  in 
Table  29,  on  page  '2(;9,  that  the  crude-steel  capacity  of  the  Cor- 
poration has  been  increased  from  approximately  9,-l:-25.000  tons  to 
over  18,000,000  tons,  or  l)y  nearly  100  per  cent,  Avhile  its  actual  pro- 
duction increased  from  8,860,000  tons  in  1901  to  over  14,170 ,00a tons 
in  1910.  In  other  words,  notwithstanding  such  important  acqui- 
sitions as  the  Union-Sharon  and  Clairton  steel  companies,  and  the 
Tennessee  Coal,  Iron  and  Railroad  Company,  and  despite  the  erection 
of  its  enormous  Gary  plant  and  other  very  important  additions  to  its 
crude-steel  works,  the  Corporation  has  failed  by  a  considerable  mar- 
gin to  hold  its  original  position  in  this  branch  of  the  industry.  This 
means,  of  course,  that  there  has  been  a  very  rapid  growth  in  the  oper- 
ations of  its  competitors.  ^Moreover,  these  competitors  are  at  the  pres- 
ent time  extending  their  oiDcrations. 

The  relatively  much  greater  increase  in  the  production  of  ingots 
and  castings  by  independent  manufacturers  than  by  the  Steel  Cor- 
poration is  well  brought  out  by  the  following  sununary,  comparing 
the  production  of  the  two  groups  of  interests  in  1901  and  1910: 


1901. 

1910. 

Increase. 

By  United  States  Steel  Corporation  interests 

Tons. 
S, 854, 820 
4,el8,775 

Tons. 
14,170,309 
11,737,912 

Tons. 

5,324,549 

7,119,137 

Per  cent. 
60 
154 

Total  for  United  States 

13,473,695 

25,917,281 

12,443,l«i;                  92 

The  Steel  Corporation's  percentages  of  the  country's  total  pro- 
duction of  steel  ingots  and  castings,  as  computed  by  itself  (see  Table 
52),  are  substantial!}-  identical  with  those  compiled  by  the  American 
Iron  and  Steel  Association. 

The  principal  reason  for  the  small  differences  that  do  exist  appears 
to  be  that  the  statistics  of  the  American  Iron  and  Steel  Association 
include  in  the  figures  for  the  Steel  Corporation  certain  special  steels, 
but  do  not  include  such  special  steels  in  the  grand  total  for  the 
country;     The  percentages  as  figured  by  the  Steel  Corporation,  on 
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the  other  hand,  include  all  steel  of  every  descrijption  in  both  cases. 
In  1907,  moreover,  the  Steel  Corporation's  percentages  include  re- 
turns for  the  Tennessee  Coal,  Iron  and  Eailroad  Company,  whereas 
those  of  the  American  Iron  and  Steel  Association  do  not. 

It  is  worth  noting  that  both  sets  of  percentages  show  a  decrease  in 
the  Corporation's  share  of  the  production  of  ingots  and  castings  in 
every  year  since  the  company  was  organized.  Furthermore,  both 
sets  show  that  the  Steel  Corporation's  percentage  in  1910  was  less 
than  55  per  cent,  as  compared  with  approximately  66  per  cent  in 

1901. 

Another  striking  feature  of  these  statistics  is  that  although  the 
large  crude-steel  production  of  tlie  Corporation's  immense  Gary 
plant  is  exclusivelj'  from  open-hearth  furnaces,  the  addition  of  this 
plant  had  only  an  insignificant  effect  upon  the  Corporation's  share  of 
even  the  open-hearth  steel  production  of  the  country.  This  is  due  to 
the  fact,  of  course,  that  the  increase  in  steel  capacity  by  its  competi- 
tors has  also  been  chiefly  through  open-hearth  manufacture.  As 
may  be  seen  from  Table  50,  the  Steel  Corporation's  production  of 
open-hearth  crude  steel  in  1901  was  less  than  2,750,000  tons,  whereas 
in  1910  it  exceeded  8,380,000  tons.  Its  production  of  Bessemer  steel 
ingots  and  castings,  on  the  other  hand,  after  rising  from,  roughly, 
6,114,000  tons  in  1901  to  over  8,000,000  in  1906,  had  declined  by  1910 
to  less  than  5,800,000  tons.i 

This  relatively  rapid  development  of  the  open-hearth  steel  business 
of  the  Corporation  has  a  direct  bearing  upon  its  pig-iron  production. 
It  will  be  noted  that  the  Corporation's  production  of  crude  steel  has 
in  every  year  considerably  exceeded  its  production  of  pig  iron.  The 
excess,  yearly,  for  the  period  covered  has  been  as  follows: 

Table  53.— COMPARISON  OF  PIG-IRON  PRODUCTION  OF  STEEL  CORPORATION  WITH 
ITS  CRUDE-STEEL  PRODUCTION,  1901-1910. 


Year. 

Production 

of  pig-iron, 

Spiegel, 

etc. 

Production 
of  ingots 

and 
castings. 

Excess  of 
crude  steel 
over  pig- 
iron  pro- 
duction. 

1901 

1902 

Tons. 
6,855,731 
7,975,530 
7, 279, 241 
7,369,421 
10, 172, 148 

Tom. 
8,864,820 
9,743,918 
9, 167, 960 
8,406,378 
11,995,239 

Tons. 
1,999,089 
1,768,388 
1,888,719 
1,036,967 
1,823,091 

1903 

1904 

1906 

Vear. 

Production 

of  pig-iron, 

Spiegel, 

etc. 

Production 
of  ingots 

and 
castings. 

1906 

Tons. 
11,267,377 
10,819,968 
6,934,408 
11,618,360 
11,831,398 

Tons. 
13,611,149 
13,099,548 
7,838,713 
13,355,189 
14,179,369 

1907.   . 

1908 

1909...  . 

1910 

Excess  of 
crude  steel 
over  pig- 
iron  prx>- 
duction. 


Tons. 
2,243,772 
2,279,580 
904,305 
1,736,839 
2,347,971 


In  the  first  few  years  after  its  organization  the  Steel  Corporation 
purchased  a  considerable  amount  of  pig  iron  from  "  merchant "  fur- 
naces, its  pig-iron  capacity  not  being  equal  to  the  demands  of  its 


'These  figures  lalten  from  the  1910  annual  report  of  the  Corporation. 
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steel  Morks.  Such  purchases  account  in  part  for  the  excess  of  the 
production  of  ingots  and  castings  over  tlie  production  of  pig  iron  in 
these  earlier  years.  A  more  imijortant  factor,  however,  was  the  use 
of  scrap  metal  in  open-hearth  steel  plants. 

Through  its  acquisition  of  the  Union- Sharon  and  Clairton  steel 
companies,  in  1902  and  1904,  respectively,  the  Steel  Corporation  made 
a  considerable  addition  to  its  pig-iron  capacity,  but  the  steel-ingot 
capacity  of  these  concerns  was  even  greater  than  their  pig-iron 
capacity,  so  that  relatively  the  pig-iron  production  of  the  Corpora- 
tion, which  had  been  somewhat  deficient  as  compared  with  its  require- 
ments for  the  manufacture  of  steel  products,  was  not  increased. 
Throui^h  the  purchase  of  the  Tennessee  Coal,  Iron  and  Railroad  Com- 
pan}',  however  (see  p.  269),  the  Corporation  added  1,000,000  tons  to 
its  joig-iron  capacity',  and  only  half  that  amount  to  its  steel-ingot 
capacity. 

Xotwithstanding  this  important  acquisition,  however,  and  notwith- 
standing the  erection  of  many  new  modem  furnaces  of  large  capacity, 
it  will  be  seen  that  the  excess  of  the  crude-steel  output  of  the  Corpora- 
tion over  its  pig-iron  production  has  increased  in  recent  years.  This 
does  not  mean  that  tiie  Corporation  has  relied  to  an  increasing  extent 
upon  outside  furnaces  for  its  supply  of  pig  iron.  In  fact,  the  reverse 
is  true.  This  increase  in  the  excess  of  steel  capacity  over  pig-iron 
output  is  largely  explained  by  the  more  rapid  development  of  the 
open-hearth  process  just  described.  In  the  manufacture  of  open- 
hearth  steel  a  very  large  proportion  of  scrap  iron  and  steel  is  utilized, 
and  also  some  ore,  whereas  the  Bessemer  process  is  almost  entirely 
dependent  upon  pig  iron  from  blast  furnaces.  It  should  be  clearly 
understood,  therefore,  that  the  excess  of  steel  over  pig-iron  produc- 
tion shown  by  the  above  figures  does  not  mean  that  the  Steel  Corpora- 
tion has  purchased  any  such  quantity  of  pig  iron  in  the  open  market 
to  meet  its  steel  manufacturing  requirements,  but  instead  that  the 
CoqDoration  has  been  able  to  use  an  increasing  amount  of  scrap  iron 
and  steel,  thus  reducing,  relatively  speaking,  its  pig-iron  require- 
ments. A  part  of  the  excess  in  any  given  year,  moreover,  may  have 
been  due  to  consumption  of  inventory  stocks  of  iron  carried  over 
from  previous  years,  but  this,  on  the  whole,  is  a  minor  consideration. 

Rolled  products. — Taking  the  various  rolled  products  as  a  group, 
it  M'ill  be  noted  that  the  percentages  (see  Table  51)  show  that  the 
Steel  Corporation's  position  has  been  fairly  well  maintained,  its 
share  in  1910  being  48.1  per  cent  as  compared  with  about  50  per  cent 
in  1901.  Individual  products,  however,  show  some  striking  varia- 
tions. Thus  it  will  be  seen  that  the  Corporation's  production  of 
Bessemer  steel  rails,  after  falling  from  65.6  per  cent  in  1903  to  51.6 
per  cent  in  1907,  rose  in  1908  to  58.6  per  cent;  the  percentage  for 
1910  was  60.2.     The  early  decrease  in  the  Corporation's  percentage 
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for  this  product  was  chiefly  due  to  the  opening  of  the  important 
rail  mill  of  the  Lackawanna  Steel  Company  at  its  new  Buffalo  plant 
(see  p.  96),  while  the  recovery  in  1908  is  chiefly  attributable  to  the 
acquisition  of  the  Tennessee  Coal,  Iron  and  Eailroad  Company  by 
the  Steel  Corporation,  which,  it  will  be  recalled,  occurred  at  the  close 
of  1907.  A  more  important  consideration  in  connection  with  steel  rails, 
however,  was  the  opening  of  a  rail  mill  by  the  Steel  Corporation  in 
1909  at  its  Gary,  Ind.,  plant,  which  used  open-heartli  steel.  In  order 
to  get  a  correct  idea  of  the  Steel  Corporation's  position  in  the  steel  rail 
business,  therefore,  it  is  necessary  to  combine  the  statistics  for  Besse- 
mer and  open-hearth  rails  (not  the  percentages  as  given  in  this  table). 
Thus  in  1910  the  Steel  Corporation's  actual  production  of  Bessemer 
and  open-hearth  steel  rails  was  in  excess  of  2,110,000  tons.  This, 
however,  was  only  58.8  per  cent  of  the  country's  total  production  of 
both  classes,  so  that  notwithstanding  the  great  increase  in  the  output 
of  the  Steel  Corporation  that  concern  did  not  materially  strengthen 
its  position  in  the  steel-rail  business  as  a  whole. 

In  the  case  of  fie\-ei-al  of  the  fijiished  rolled  products  the  Cor- 
poration has  suilered  serious  loss  of  ground.  In  structural  shapes 
and  in  plates  and  sheets  the  decrease  in  its  percentage  has  been  very 
important.  Thus  its  percentage  of  the  production  of  structural 
shapes  fell  from  G2.2  per  cent  in  1901  to  51.3  per  cent  in  1910,^  while 
its  percentage  of  the  output  of  plates  and  sheets  fell  from  64.6  per 
cent  to  48  per  cent  during  the  same  interval.  In  wire  rods  the  Cor- 
poration's percentage  has  fallen  from  77.6  to  67.3  per  cent.  The 
movement  in  wire  nails  has  been  similar,  although  the  percentages 
themselves  are  throughout  somewhat  smaller  than  those  for  wire 
rods.  In  this  connection  it  is  worth  pointing  out  that  in  1910  the 
Jones  &  Laughlin  Steel  Company  and  the  Cambria  Steel  Company 
had  important  wire-rod  and  wire  plants  under  construction.  ]More- 
over,  it  has  recently  been  reported  that  the  Lackawanna  Steel  Com- 
pany was  likely  to  enter  this  branch  of  the  steel  business. 

Statistics  for  tin  plate  jriroduction  for  the  earlier  years  are  not  given 
by  the  American  Iron  and  Steel  Association,  but  the  percentages 
compiled  by  the  Steel  Corporation  itself  (see  Table  52)  show  that  in 
1901  it  produced  over  73  jDer  cent  of  the  total  production  of  the  coun- 
try. The  jDercentage  for  1910  was  about  61,  thus  indicating  a  marked 
recession  in  the  Cori^oration's  position  with  respect  to  this  product, 
or,  in  other  words,  a  decided  relative  increase  in  outside  production. 

SujiJEAKY. — It  will  be  seen,  therefore,  that  two  important  facts 
are  brought  out  by  these  various  percentages — first,  that  the  Steel 

lit  may  be  noted  that  the  Corporation's  computation  (see  Table  52)  gives  its  percent- 
age of  structural  shapes  for  1008  at  47  per  cent.  The  increase  indicated  by  the  American 
Iron  and  Steel  Association's  flgures  in  1910  may  have  been  due  to  the  operation  of  the 
Gary  plan*.  The  American  Iron  and  Steel  Association's  figure  for  1909,  it  will  be  seen, 
is  47.1,  or  practically  identical  with  that  of  the  Corporation. 
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Corporation  has  well  maintained  its  position  with  respect  to  tlie 
cruder  materials — ore,  coke  and  pig  iron — and  in  fact  has  in  some 
instances  increased  its  share  of  the  country's  total  production;  but, 
second,  that  in  the  case  of  crude  steel  and  most  leading  steel  jaroducts, 
with  the  exception  of  steel  rails,  the  Corporation,  notwithstanding 
the  great  additions  to  its  plant  capacity,  both  through  new  construc- 
tion and  through  acquisition,  has  not  kej)t  pace  with  its  competitors, 
but  has  suffered  more  or  less  pronounced  retrogression.  The  result 
has  been  that  whereas  at  its  organization  in  1901  the  Corporation 
may  be  fairly  said  to  have  controlled  about  60  per  cent  of  the  entire 
crude  steel  and  finished  steel  business  of  the  country,  at  the  close 
of  1910  its  percentage  was  not  much  over  50  per  cent.  These  facts 
alone  clearly  show  that  the  Steel  Corporation  not  only  does  not 
have  a  monopoly  of  the  manufacturing  branch  of  the  steel  industry  as 
a  whole,  but  furthermore  that  any  monopolistic  control  which  it  may 
have  had  in  this  respect  at  its  organization  has  been  materially  weak- 
ened during  the  past  ten  years.  In  other  words,  these  figures  mean 
that  the  United  States  Steel  Corporation,  large  as  it  is,  has  not  pre- 
vented competition  (at  least,  competition  in  production)  in  the  steel 
industry  as  a  whole  up  to  this  time.  Even  in  those  lines  of  produc- 
tion in  which  the  Steel  Corporation  had  a  quasi-monopolistic  posi- 
tion at  the  time  of  its  formation,  such  as  wire,  tin  plate,  and  certain 
kinds  of  tubes,  it  has  lost  considerable  ground  in  the  last  few  years. 

While,  therefore,  these  statistics  clearly  show  the  existence  of  in- 
creasing independent  production,  it  should  be  clearly  understood 
that  competition  has  not  been  particularly  evident  with  respect  to 
prices,  where  it  has  been  materially  modified  by  the  existence  of  a 
price  policy  described  as  "  cooperation."  This  will  be  discussed  in  a 
later  part  of  the  report. 

Section  3.  Position  of  Steel  Corporation  from  standpoint  of  capacity  and 
location  of  its  plants. 

The  foregoing  discussion  has  been  based  upon  statistics  of  actual 
production.  From  the  standpoint  of  capacity  the  Steel  Corporation 
probably  is  in  a  somewhat  stronger  position  than  these  figures  of 
production  alone  would  indicate. 

During  periods  of  depression  the  proportion  of  the  Corporation's 
output  to  the  total  has  generalh^  been  smaller  than  its  proportion  of 
capacity,  owing  to  its  policj'  of  trying  to  maintain  prices,  but  it  is 
probable  that  if  a  period  of  violent  competition  occurred  the  Steel 
Corporation  could  easily  increase  its  proportions  of  the  total  pro- 
duction and  even  eliminate  permanently  some  of  its  weaker  rivals. 

In  the  distribution  of  its  plants  the  Steel  Corporation  has,  of 
course,  a  distinct  advantage  over  any  individual  competitor.  Not 
only  has  it  the  largest  and  most  important  plants  in  the  Pittsburg 
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and  Vallej  districts,  but  it  is  by  far  the  largest  producer  in  tlie 
Chicago  district,  which  includes  its  great  Gary  plant,  while  in  the 
South,  as  already  pointed  out,  it  has  become  the  leading  steel  interest 
through  the  acquisition  of  the  Tennessee  Coal,  Iron  and  Eailroad 
Company.  In  practically  every  important  iron  and  steel  district 
east  of  the  Mississippi  Eiver,  therefore,  with  the  single  exception  of 
the  Atlantic  seaboard,  the  Steel  Corporation  is  the  leading  factor.^ 
It  is  worth  noting  in  this  connection  that  the  Steel  Corporation  has 
within  a  comparatively  recent  date  acquired  some  iron-ore  property 
in  Cuba.  Whether  this  foreshadows  the  erection  by  the  Corporation 
of  steel  works  on  the  Atlantic  coast  can  only  be  surmised. 

This  distribution  of  the  Steel  Corporation's  plants  obviously  gives 
it  a  very  important  advantage  with  respect  to  transportation  costs, 
both  for  raw  materials  and  for  finished  products,  while  there  natu- 
rally are  further  advantages  arising  from  proximity  to  consuming 
markets.  These  advantages  may  easily  be  exaggerated,  but  it  can 
not  be  doubted  that  the  location  of  the  Steel  Corporation's  plants  at 
strategic  points  over  so  large  an  area  must  carry  with  it  advantages 
of  no  small  significance. 

Section  4.  Position  of  the  Steel  Corporation  from  the  standpoint  of  trans- 
portation. 

With  respect  to  railroad  transportation  the  Steel  Corporation  prac- 
tically has  the  field  to  itself,  so  far  as  steel  makers  are  concerned,  no 
one  of  its  competitors  having  railroad  properties  of  sufficient  conse- 
quence to  call  for  special  mention.  The  railroad  properties  of  the 
Steel  Corporation,  on  the  other  hand,  are  of  great  importance. 
Indeed  the  profits  derived  by  the  Steel  Corporation  from  its  trans- 
portation properties,  these  profits  coming  chiefly  from  its  railroad 
lines,  represent  a  ^•ery  substantial  fraction  of  the  entire  net  earnings. 
It  will  be  remembered  that  the  Steel  Corporation  has  the  two  most 
important  ore  roads  in  the  Lake  Superior  region,  the  Duluth  and  Iron 
Range  and  the  Duluth,  Missabe  and  Xorthern.  The  rates  on  ore  are 
undoubtedly  excessive,  thus  not  only  contributing  large  revenue  to 
the  Steel  Corporation,  but  at  the  same  time  imposing  a  burden  upon 
such  of  its  competitors  as  are  forced  to  ship  their  ore  over  these  roads. 

The  earnings  of  these  two  railroads  have  been  extraordinary. 
The  great  bulk  of  their  freight  traffic  is  in  the  transportation  of  ore. 
The  cost  of  ore  transportation  (not  the  freight  rates)  from  the  Minne- 
sota ranges  to  Lake  Superior  has  greatl^  declined  in  recent  years,  and 
the  ratio  of  operating  expenses  to  gross  earnings  is  extremely  low  for 
both  roads.  That  for  the  Duluth,  Missabe  and  Northern,  in  1910, 
was  below  30  per  cent,  as  against  an  average  for  all  railroads  in  the 

1  In  May,  1911,  the  Corporation  purchased  the  Rlsdon  Iron  Works  o£  San  Francisco. 
This  property,  however,  is  used  chiefly  for  warehousing  purposes. 
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country  of  66  per  cent,  while  that  for  the  Duluth  and  Iron  Eange, 
in  1910,  was  only  36.5  per  cent.  Freight  rates,  on  the  other  hand, 
have  been  maintained  at  the  same  point  at  which  they  were  established 
prior  to  the  formation  of  the  Steel  Corporation.  They  average  about 
1  cent  per  ton-mile,  which  is  undoubtedly  excessive.  As  a  result  of 
these  high  freight  rates  and  extraordinarily  low  operating  expenses, 
these  ore  roads  have  been  immensely  profitable.  The  following  table 
shows  the  dividends  paid  for  a  series  of  years. 

Table  54.— DIVIDENDS  PAID  BY  STEEL  CORPOEATION'S  GEE  RAILROADS  SINCE  1904. 


Year  ended  June  30 — 

Duluth    and     Iron 
Range  R.  R. 

Duluth,  Missabe  and 
Northern  Ry. 

Capital 
stock. 

Rate. 

Capital 
stock. 

Rate. 

1904 

$3,000,000 
3,000,000 
3,000,000 
3,000,000 
3,000,000 
3,000,000 
3,000,000 

Per  cent. 
150 

32,612,500 
2,512,500 
4,112,500 
4,112,600 
4,112,600 
4,112,500 
4, 112, 500 

Per  cent. 
150 

1905 

1906 

106 

1102} 

1907        .   .. 

1908 

120 
145 
100 

110 

1909 

145 

1910 

240 

1  This  was  paid  on  $3,312,500  ol  stock,  not  on  the  lull  amount  outstanding  at  the  close  of  the  year. 

It  should  be  pointed  out  that  the  amounts  of  capital  stock  issued  by 
these  companies  upon  which  these  rates  of  dividends  are  computed 
are  comparatively  small  and  undoubtedly  considerably  understate 
the  investment  in  these  roads  in  excess  of  the  bonded  indebtedness. 
As  shown  in  Chapter  III,  there  is  good  reason  to  believe  that  the 
capitalization  of  both  these  roads,  in  1901,  was  fully  covered  by 
tangible  property.  The  capital  stock  of  the  Duluth  and  Iron  Eange 
has  not  been  changed  since  that  date,  and  that  of  the  Duluth,  Missabe 
and  Northern  has  been  increased  by  only  $1,600,000,  whereas  the  in- 
vestment in  this  property  has  been  constantly  increasing.  Therefore, 
while  these  rates  of  dividends  are  by  no  means  a  fair  indication  of 
the  rate  upon  the  equity  in  the  property  represented  by  the  capital 
stock,  nevertheless  these  rates  of  dividends  do  mean  that  these  two 
roads  have  been  extraordinarily  profitable. 

Through  the  ownership  of  the  Elgin,  Joliet  and  Eastern  Railway, 
and  more  particularly  of  the  Bessemer  and  Lake  Erie,  the  Steel  Cor- 
poration has  a  further  important  advantage  over  its  competitors  with 
respect  to  transportation,  as  will  be  more  clearly  brought  out  in  a 
subsequent  part  of  this  report.  The  minor  railroad  properties  of 
the  Corporation,  also,  particularly  the  Union  Railroad  of  Pittsburg, 
the  Chicago,  Lake  Shore  and  Eastern  Railway,  in  the  Chicago  dis- 
trict, and  the  Connellsville  and  Monongahela  Railway,  in  the  Con- 
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nellsville  coal  region,  tire  important  factors  in  its  transportation 
system. 

However,  with  respect  to  the  transportation  of  finished  products 
the  Corporation,  like  its  competitors,  is  chiefly  dependent  upon  out- 
side railroad  systems,  its  own  railroad  lines  covering  such  an  insig- 
nificant fraction  of  the  country  as  to  be  of  comparatively  minor  im- 
portance in  the  transportation  of  finished  steel  products,  although  the 
possession  of  such  railroad  facilities  even  in  this  respect  undoubtedly 
carries  with  it  distinct  advantages. 

With  respect  to  ore  transportation  on  the  Great  Lakes,  the  Steel 
Corporation  has  a  less  commanding  position.  The  Corporation  trans- 
ports only  about  two-thirds  of  its  ore  by  Lake  in  its  own  boats,  re- 
lying on  outside  vessel  tonnage  for  the  transportation  of  the  remain- 
ing substantial  fraction  of  its  ore  requirements. 

Section  5.  Position  of  the  Steel  Corporation  with  respect  to  ownership  of 
coal  and  coke  property. 

At  its  organization  the  United  States  Steel  Corporation  controlled 
the  great  bulk  of  the  choicest  coking-coal  lands  in  the  Connellsville 
region,  so  that  it  had  a  very  great  advantage  over  its  competitors  in 
this  respect.  It  has  steadily  added  to  its  large  holdings  of  coal  and 
coke  property.  According  to  an  affidavit  of  Thomas  Lynch,  presi- 
dent of  the  H.  C.  Frick  Coke  Company,  in  the  Hodge  suit,  referred 
to  in  Chapter  III,  there  were  "  less  than  15,000  acres  of  unmined  coal 
in  the  entire  Connellsville  basin  outside  of  the  holdings  of  the  subsid- 
iary companies  of  the  United  States  Steel  Corporation."  Officials 
of  the  Steel  Corporation  have  always  placed  great  importance  upon 
the  value  of  their  coal  and  coke  property.  Mr.  Lynch  in  the  affidavit 
just  cited  said: 

The  value  of  the  coal  and  coke  properties  above  enumerated 
*  *  *  is  jDractically  incalculable  for  the  reason  that  in  my 
opinion  it  would  be  impossible  to  replace  these  properties  or  to 
secure  an  adequate  supply  of  coal  and  coke  at  anything  like  the 
present  cost. 

The  above  opinion,  as  previously  noted,  was  j^robably  influenced  by 
the  fact  that  the  Steel  Corporation  was  trying  to  justify  its  huge  capi- 
talization. Moreover,  the  subsequent  de\elopment  of  new i^rocesses of 
making  blast-furnace  coke  from  various  kinds  of  coal  has  somewhat 
modified  the  advantage  of  the  Steel  Cor^soration  in  the  coke  business, 
so  that  while  the  Cori^oration  still  maintains  a  decidedly  advanta- 
geous position  because  of  the  exceptional  coking  quality  of  the  Con- 
nellsville coal  it  can  not  be  said  to  have  a  monopoly  or  even  a  monopo- 
listic position  in  this  branch  of  the  steel  industry. 

As  already  stated  on  page  2C)4,  the  Steel  Corporation  in  1911  made 
a  very  important  acquisition  of  coking-coal  properties  from  the  Pitts- 
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burgh  Coal  Company,  thereby  still  further  strengthening  its  control 
of  the  most  desirable  coking-coal  lands  of  the  country.  Therefore, 
while  its  position  in  the  coking-coal  business  is  by  no  means  monopo- 
listic, it  should  be  kept  in  mind  that  the  Corporation  has  secured 
control  of  a  vast  amount  of  coking-coal  lands. 

Section  6.  Commanding  position  of  Steel  Corporation  with  respect  to  the 
ownership  of  iron  ore. 

From  the  preceding  discussion  it  is  apparent  that  the  United  States 
Steel  Corporation  does  not  have  any  monopoly  of  the  production  of 
iron  and  steel.  Indeed,  with  respect  to  production  alone,  it  hardly 
can  be  said  to  have,  as  a  whole,  a  monopolistic  position.  Obviously  a 
concern  which,  on  the  whole,  produces  over  one-half  of  the  coun- 
try's steel  output  has  a  commanding  position  in  the  industry,  over- 
shadowing any  individual  competitor.  On  the  other  hand,  the  mere 
fact  that  over  50  per  cent  of  the  countrj^'s  production  of  pig  iron  and 
nearlj'  50  per  cent  of  the  crude  steel  are  manufactured  by  independ- 
ents shows  that  there  is  substantial  opportunity  at  the  present  time 
for  independent  production,  even  though  competition  has  been  regu- 
lated to  a  greater  or  less  degree  by  understandings  among  producers. 

In  the  railroad  transportation  of  ore,  it  is  true,  the  Steel  Corpora- 
tion has  a  position  which  in  certain  districts  may  fairly  be  designated 
as  of  a  monopolistic  character,  and  which  undoubtedly  contributes 
greatly  to  its  strength  in  the  industry.  Nevertheless,  it  does  not  have 
a  complete  monopoly  of  ore  transportation,  even  in  the  Lake  region. 
In  the  old  ranges  of  Michigan  it  has  no  railroads  of  its  own,  while  in 
the  Minnesota  district  there  is  one  important  outside  road,  the  East- 
ern Railway  of  Minnesota,  a  branch  of  the  Great  Northern.  Although 
the  possession  of  its  ore  roads  confers  very  great  advantages  upon  the 
Corporation,  it  is  obvious  from  the  statistics  presented  that  this  has 
not  prevented  competition  in  the  steel  industry.  Moreover,  it  has 
not  prevented  an  increase  in  the  production  of  the  independents. 

With  respect  to  coking  coal,  the  Steel  Corporation  has  a  decided 
advantage  over  all  its  competitors  on  account  of  its  substantial  mo- 
nopoly of  the  famous  Connellsville  deposit,  in  western  Pennsylvania. 
However,  the  fact  that  other  coals  can  be  commercially  used  for 
steel-making  purposes  in  competition  with  the  Connellsville  prod- 
uct means,  particularly  in  view  of  the  almost  unlimited  supply  of 
such  grades  of  coal,  that  the  Corporation  in  no  sense  has  a  monopoly 
of  the  coke  branch  of  the  steel  industry. 

So  far  as  the  Corporation  has  a  monopolistic  position  in  the 
steel  industry,  therefore,  it  rests  chiefly  on  the  one  remaining  branch, 
iron  ore.  As  a  matter  of  fact,  the  Steel  Corporation  does  occupy  a 
position  in  the  iron-ore  industry,  which,  while  by  no  means  constitut- 
ing a  monopoly,  is  clearly  indicative  of  a  monopolistic  influence. 
4525°— 11 26 
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It  is  exceedingly  difficult  to  make  an  accurate  statement  of  the 
Corporation's  position  in  the  iron-ore  industry  from  the  standpoint 
of  ownership.  Obviously  the  full  extent  of  any  hidden  natural  re- 
source can  not  be  known.  It  is  significant  in  this  connection  that 
the  history  of  the  industry  shows  that  the  great  ore  deposits  of  the 
country  have  almost  invariably  been  greatly  underestimated,  while 
predictions  that  all  the  important  deposits  of  the  country  have  been 
discovered  have  almost  yearlj^  been  disproved.  An  illustration  of 
this  is  the  recent  discovery  in  the  Baraboo  district  of  southern  Wis- 
consin of  a  tract  of  only  comparatively  small  area  for  which  the  ore 
deposit  is  estimated  at  several  hundred  millions  of  tons,  the  ore,  how- 
ever, apparently  being  of  rather  low  grade.  Again,  in  the  old  range 
districts  of  Michigan  extensive  new  deposits  have  been  discovered  in 
the  past  few  years  on  territory  which  has  long  been  under  active 
development  and  extensively  prospected.  It  would  be  absurd,  there- 
fore, to  assume  that  the  known  deposits  of  ore  in  the  country  fur- 
nish a  fixed  denominator  by  which  to  measure  the  relative  importance 
of  the  Steel  Corporation. 

An  extremely  important  consideration  in  this  connection  is  that 
iron  ore  of  low  grade  occurs  over  enormous  areas  and  in  enormous 
quantities  throughout  the  United  States.  A  vast  amount  of  such  ore 
is  of  such  low  iron  content,  however,  as  to  be  out  of  consideration 
in  any  discussion  of  immediately  available  ore  reserves.  It  is  neces- 
sary, therefore,  in  discussing  the  proportion  of  the  total  ore  reserves 
of  the  country  controlled  by  the  Corporation  to  confine  comparisons 
to  what  may  be  termed  commercially  available  ores  at  the  present 
time.  The  Steel  Corporation's  holdings  of  such  ores  greatly  exceed 
those  of  all  other  iron  and  steel  interests  combined. 

It  should  be  clearly  understood  that  the  ores  of  the  Lake  Superior 
region  substantially  form  the  basis  of  the  steel  production' of  the 
country.  While  the  Steel  Corporation  has  very  extensive  holdings  of 
ore  elsewhere,  the  great  bulk  of  its  ore  holdings  is  in  the  Lake 
Superior  district. 

One  of  the  best  indications  of  the  position  of  the  Steel  Corporation 
in  the  Lake  region  is  found  in  a  report  of  the  Minnesota  Tax  Commis- 
sion for  1908,  which,  after  a  very  careful  listing  of  the  iron-ore  mines 
of  the  State  and  estimate  of  their  tonnage  (evidently  on  a  conserva- 
tive basis),  placed  the  grand  total  tonnage  and  that  of  the  United 
States  Steel  Corporation  in  1907  in  round  numbers  as  follows: 

Grand  total,  all  concerns  in  Minnesota tons-_  1, 102,  000, 000 

United    States    Steel    Corporation    (Oliver    Iron    Mining    Com- 
pany)   tons__      913,  000, 000 

Per  cent  Steel  Corporation  (computed  by  Bureau) 76.6 

While  this  estimate  covered  the  State  of  Minnesota  only,  in  view 
of  the  fact  that  prior  to  the  recent  acquisitions  in  the  Baraboo  district 
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of  AVisconsin  over  80  per  cent  of  the  Steel  Corporation's  ore  reserves, 
excluding  the  Hill  holdings,  were  in  ilinnesota,  it  will  be  seen  that 
these  figures  give  a  fairly  complete  idea  of  the  position  of  the  Steel 
Corporation  in  this  respect.  Including  the  Hill  ores,  it  is  probable 
that  over  90  per  cent  of  the  Steel  Corporation's  known  supply  of 
Lake  ore  at  the  close  of  1907  was  in  the  State  of  IMinnesota. 

In  this  connection  it  may  be  noted  that  the  secretary  of  the  Minne- 
sota Tax  Conimission,  in  a  letter  to  the  Commissioner  of  Corporations 
dated  May  12,  1909,  said : 

They  [the  United  States  Steel  Corporation]  now  control  at 
least  80  per  cent  of  the  present  knoA\'n  tonnage  in  the  State. 

In  the  old  ranges  of  ]\Iichigan  the  Corporation  probably  has  a 
somewhat  smaller  proportion  of  the  total  ore  deposits.  However,  its 
proportion  on  the  Michigan  ranges  is  large. 

A  further  indication  of  the  proportion  of  the  total  amount  of  ore 
in  the  Lake  Superior  region,  controlled  by  the  United  States  Steel 
Corporation,  is  furnished  by  data  submitted  to  the  Finance  Com- 
mittee of  the  United  States  Senate  in  1909,  by  Joseph  G.  Butler,  jr., 
of  the  Brier  Hill  Iron  and  Coal  Company,  and  head  of  the  Bessemer 
Pig  Iron  Association.  Mr.  Butler's  evidence  included,  among  other 
data,  a  report  from  John  Birkinbine,  a  raining  engineer  of  Philadel- 
phia, and  also  certain  statistics  furnished  by  the  Steel  Corporation 
itself. 

The  Steel  Corporation's  estimate  of  its  iron  ore  reserves  thus  fur- 
nished Mr.  Butler  follows: 


Ores  of  present 
standard  com- 
mercially. 

Silicious  and 

otherlow-grade 

ores. 

Total. 

Gr.  ions. 
1,258,289,000 
459,300,000 

Gr.  tons. 

365,845,000 

239,000,000 

Gr.  tons. 
1,624,134,000 

698,300,000 

Total                                                   -      

1,717,589,000 

604,845,000 

2,322,434,000 

Mr.  Butler  placed  the  total  amount  of  commercially  available  ore 
in  the  United  States  at  that  time  at  4,462.940,000  tons,  as  follows: 

Tons, 

Lake  Superior  i-egiou -    1,618,  WO,  000 

New  York 750,000,000 

New  Jersey ^-—     135,000,000 

Pennsylvania - 45,000,000 

South 1,  814,  940,  000 

Rocky  Mountain  district 100,000,000 


Total 4,  462,  940,  000 
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Applying  the  Corporation's  estimate  of  its  total  commercially  avail- 
able tonnage  in  all  parts  of  the  country,  namely,  1,717,589,000  tons, 
to  his  estimated  total,  ^Ir.  Butler  arriAed  at  the  conclusion  that  the 
Steel  Corporation  then  owned  38J  per  cent  of  the  available  or 
desirable  ores  of  the  country. 

As  already  made  clear,  however,  such  comparisons — disregarding 
for  the  moment  the  question  whether  Mr.  Butler's  total  can  be  ac- 
cepted— are  of  little  significance  because  of  the  fact  that  the  steel 
industry  is  essentially  based  upon  the  ores  of  the  Lake  Superior  dis- 
trict. In  this  connection  it  may  be  noted  that  Mr.  Birkinbine,  the 
engineer  above  referred  to,  reported  to  Mr.  Butler,  after  reviewing 
numerous  estimates  of  the  probable  extent  of  the  deposit  of  the  Lake 
Superior  region,  "  that  an  estimate  of  1,600,000,000  tons  of  reserves 
in  the  Lake  Superior  region  was  conservative."  Mr.  Birkinbine, 
however,  went  on  to  say : 

But  the  remarkable  economies  which  have  been  achieved  in 
mining,  handling  and  transporting  ore  in  large  quantities,  the 
advances  in  beneficiating  processes,  the  problems  in  the  near 
future  of  the  material  expansion  of  the  iron-producing  industry 
in  the  upper  Lake  region,  may  bring  many  ores  not  now  con- 
sidered available  in  the  shipping  list,  thus  greatly  augmenting 
the  reserves.     *     *     * 

Taking  the  estimate  of  1,600,000,000  tons  for  the  total  commer- 
cially available  ore  of  the  Lake  Superior  region  at  that  particular 
time,  the  Steel  Corjjoration's  estimate  of  1,258,289,000  tons  for  its 
holdings  would  be  equivalent  to  well  over  75  per  cent  of  this  total. 
Of  course,  the  ideas  of  the  consulting  engineer  and  those  of  the  Steel 
Corporation's  experts  as  to  what  were  commercially  available  ores 
may  have  differed  somewhat,  but  it  is  not  likely  that  the  proportion 
of  ore  controlled  by  the  Steel  Corporation  as  shown  by  these  two  esti- 
mates is  too  high,  because  both  of  these  statements  were  submitted  by 
Ml-.  Butler  together  Avith  extensive  data  for  other  ore  supplies  in 
the  United  States  for  the  avowed  purpose  of  proving  that  the  pro- 
portion of  the  ore  supply  controlled  by  the  Steel  Corporation  was  less 
than  85  per  cent  of  the  total  supply. 

In  1908  the  commercially  available  ore  of  the  Lake  Superior  region 
was  computed  by  the  United  States  Geological  Survey,  for  the  Con- 
servation Commission,  at  3,500,000,000  tons,  but  the  iron  content 
assumed  as  a  basis  for  available  ore  was  very  much  lower  than  in 
the  two  preceding  estimates,  thus  greatly  increasing  the  total  quan- 
tity. This  and  other  evidence  indicates  that  the  Survey  estimate 
is  not  fairly  comparable  with  that  of  the  Corporation. 

At  the  beginning  of  1908  the  United  States  Steel  Corporation 
estimated  its  total  ore  reserves  in  the  Lake  Superior  region,  not 
including  the  very  extensive  deposits  covered  by  the  so-called  Hill 
lease,  at  approximately  1,200,000,000  tons.    This  estimate  was  largely 
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based  upon  very  careful  prospecting  operations,  a  very  large  pro- 
portion of  the  Steel  Corporation's  ore  lands  in  the  Lake  Superior 
region  having  been  very  thoroughly  drilled  upon,  with  careful  records 
of  depths,  analyses,  etc.  Adding  300,000,000  tons  as  a  conservati\'e 
estimate  for  the  tonnage  covered  by  the  Hill  lease  would  give  the 
Corporation  control  in  the  ore  ranges  of  jNIinnesota  and  Michigan 
of^  1,500,000,000  tons.  In  the  South,  as  already  shown,  the  Corpora- 
tion has  a  reserve  tonnage  which  may  fairly  be  placed  at  not  less 
than  500,000,000  tons. 

In  these  three  districts,  therefore,  the  present  tonnage  of  the  Steel 
Corporation  which  may  be  considered  as  a  fairly  definitely  known 
or  developed  tonnage,  is  not  less  than  2,000,000,000  tons.  Including 
its  holdings  in  the  Baraboo  district  and  some  miscellaneous  holdings 
the  total  ore  of  the  Corporation  may  be  conservatively  estimated  at 
not  less  than  2,500,000,000  tons. 

Many  facts  point  to  a  policy  on  the  part  of  the  Steel  Corpora- 
tion of  securing  control  of  the  ore  deposits  of  the  country  far  in 
advance  of  its  immediate  needs.  As  clearly  brought  out  in  Chapter 
"\'',  the  most  logical  explanation  of  the  Hill  lease  with  its  extraordi- 
nary royalty  and  other  onerous  conditions  is  that  the  Corporation 
desired  to  prevent  these  ores  from  coming  into  the  hands  of  com- 
petitors. The  acquisition  of  the  Tennessee  Coal,  Iron  and  Eailroad 
Company  likewise  apparently  was  desirable  more  on  account  of  the 
enormous  ore  and  coal  reserves  of  the  company  than  because  of  its 
manufacturing  plants,  although  these  ores  at  present  have  a  low 
value.  Furthermore,  the  Corporation  has  examined  a  large  amount 
of  ore  territory  under  option  and  has  added  greatlj^  to  its  holdings  of 
ore  in  consequence',  notably  in  the  case  of  the  Baraboo  district.  The 
Corporation  also  secured  a  deposit  of  ore  in  Cuba,  estimated  to  con- 
tain fully  60,000,000  tons.  At  one  time  the  Corporation  held  ex- 
tensive options  on  ore  lands  on  the  Cuyuna  Range  in  Minnesota  and 
also  in  Canada,  but  it  is  stated  that  many  of  these  options  proved  to 
contain  little  ore  and  were  given  up. 

These  various  acquisitions  certainly  indicate  a  rather  definite 
policy  on  the  part  of  the  Corporation  to  increase  its  control  of  the  ore 
reserves  of  the  country.  In  this  connection,  it  may  be  noted  that 
E.  H.  Gary,  chairman  of  the  Steel  Corporation,  in  testimony  before 
the  Ways  and  Means  Committee  in  1908,  admitted  that  the  Corpora- 
tion had  control  of  the  ultimate  ore  supply  of  the  entire  country,  as 
the  following  excerpt  will  show : 

Mr.  CocKEAN.  You  practically  do  control  the  ore  supply  of 
the  country? 

Mr.  Gary.  No  ;  not  now ;  not  for  the  immediate  future. 

j\Ir.  CofKRAX.  Well,  the  ultimate  supply? 

^Ir.  Gary.  Yes;  I  think  so — that  is,  pretty  neaily.  It  is  not 
absolute  control. 
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Recently  Mr.  Gary  substantially  modified  and  in  part  withdrew 
this  statement. 

The  system  of  leasing  ore  mines,  as  employed  in  the  Lake  region, 
is  important  in  this  connection.  A  very  large  part  (approximately 
two-thirds  in  1910)  of  the  Corporation's  total  holdings  in  the  Lake 
region  is  held  by  lease.  Frequently  there  is  no  initial  investment  in 
such  leaseholds,  and  even  where  a  bonus  is  paid  it  is  usually  small, 
while  the  minimum  tonnage  on  which  royalty  must  be  paid,  whether 
mining  operations  are  conducted  or  not,  is  generally  unimportant. 
The  Hill  lease  is,  of  course,  as  above  shown,  a  verj^  marked  exception 
in  the  last  respect. 

It  will  be  seen,  therefore,  that  this  ore-leasing  system,  where  there 
is  no  limit  placed  on  the  number  of  leases  that  can  be  combined 
under  a  single  interest,  greatly  facilitates  the  gatheiing  in  by  a  great 
concern  like  the  Steel  Corporation  of  a  vast  amount  of  ore  reserves, 
far  in  advance  of  any  commercial  need  for  them.  This  not  only 
prevents  others  from  getting  such  property  but  also  secures  to  such 
a  concern  the  benefit  of  any  appreciation  in  value  which  may  come 
about  either  from  natural  causes  or  as  a  result  of  this  very  con- 
centration of  ownership.  Obviously,  a  system  which  thus  lends 
itself  to  such  marked  concentration  of  ore  property  for  many  years 
in  advance  (a  common  term  of  lease  being  fifty  years),  at  a  com- 
paratively small  cost,  involves  questions  of  the  highest  public  im- 
portance. It  might  be  said  that  the  lease  system  as  thus  applied 
in  the  Lake  ore  region  really  affords  an  opportunity  for  a  wealthy 
interest  to  attempt  a  corner  in  ore  reserves  on  what  is,  in  effect,  a 
margin  basis. 

Of  course,  in  such  estensi^-e  acquisitions  there  is  a  decided  specu- 
lative risk,  just  as  in  similar  efforts  to  control  commodity  markets, 
particularljf  the  possibility  of  the  discovery  of  available  deposits 
elsewhere,  or  new  methods  of  mining  which  may  render  available 
what  are  now  nonavailable  ores  for  present  commercial  purposes. 
Taking  conditions  as  they  are  to-day,  however,  there  can  be  no  doubt 
that  the  Steel  Corporation  has  control  of  the  great  bulk  of  the  com- 
mercially available  ores  of  the  Lake  Superior  district,  its  proportion 
probably  being  about  three-fourths  of  the  total.  This  dominating 
position  in  the  ore  industry  enjoyed  by  the  Steel  Corporation 
through  this  great  ownership  of  ore  reserves  is  heightened  because 
of  its  very  marked  degree  of  control  of  the  transportation  of  ore 
in  the  Lake  Superior  district. 
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Exhibit  1. 


UNDERWRITING  AGREEMENT  OF  MARCH   1,   1901,  BETWEEN  J.  P. 
MORGAN  &  CO.  AND  THE  UNITED  STATES  STEEL  CORPORATION. 

An  agreement,  made  this  first  day  of  March,  nineteen  hundred  and 
one,  by  and  bet-ween  United  States  Steel  Corporation,  a  corporation 
existing  under  the  laws  of  the  State  of  New  Jersey  (hereinafter 
called  the  "  Steel  Company  "),  party  of  the  first  part,  and  J.  P.  Mor- 
gan &  Co.,  of  the  city  of  New  York,  acting  in  behalf  of  a  Syndicate, 
party  of  the  second  part: 

Whereas,  the  Steel  Company  has  been  organized  with  a  capital  of 
$3,000,  of  which  one-half  is  7%  cumulative  preferred  stock  and  one- 
half  is  common  stock,  as  shown  by  the  certificate  of  incorporation 
of  the  Steel  Company,  recorded  in  Hudson  County,  New  Jersey,  on 
the  25th  day  of  February,  1901,  which  capital  stock  is  to  be  increased 
as  hereinafter  provided ;  and 

"\Aliereas,  as  hereinafter  stated,  the  board  of  directors  of  the  Steel 
Company  deem  it  necessary  for  its  business  now  to  acquire  the  stocks 
and  boncis  of  certain  other" corporations  and  also  to  obtain  for  its  cor- 
porate purposes  a  certain  sum  in  cash;  and 

Whereas,  after  careful  investigation  and  appraisement,  the  board 
of  directors  of  the  Steel  Company  has  ascertained,  adjudged. and  de- 
termined that  the  value  of  such  bonds  and  stocks  now  so  to  be  ac- 
(luired  and  hereinafter  specified,  exclusive  of  such  cash  sum  (which 
cash  sum  is  to  be  received  and  treated  by  the  Steel  Company  as 
surplus),  is  equal  at  least  to  the  par  value  of  the  stock  of  the  Steel 
Company  and  of  the  bonds  of  the  Steel  Company  to  be  issued  there- 
for; and 

Whereas,  the  board  of  directors  of  the  Steel  Company  considers 
that  such  bonds,  stocks  and  cash  may  best  be  obtained  by  purchase, 
on  the  terms  hereinafter  stated,  from  the  Syndicate  represented  by 
Messrs.  J.  P.  3»Iorgan  &  Co.,  party  of  the  second  part  hereto,  and 
managers  of  the  said  Syndicate ;  and 

Whereas,  each  of  tlie  corporations,  the  capital  stock  of  Avhich  it  is 
proposed  now  to  acquire  hereunder,  has  been  organized  and  now  is 
existing  under  the  laws  of  the  State  of  New  Jersey,  and  has  outstand- 
ing capital  stock  divided  into  shares  each  of  the  par  value  of  $100 
(excepting  the  Carnegie  Company,  of  which  the  capital  stock  is 
divided  into  shares  of  the  par  value  of  $1,000),  and  divided,  also,  into 
classes  as  next  hereinafter  stated,  the  said  corporations,  and  the  total 
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outstanding  capital  stock  and  the  classes  thereof,  being  as  follows, 
to  wit: 


Name  of  corporation. 


Total  outstanding  capital 
stock. 


Common. 


American  Sheet  Steel  Company 

American  Steel  Hoop  Company 

American  Steel  and  Wire  Company  . 

American  Tin  Plate  Company 

Carnegie  Company 

Federal  Steel  Company 

National  Steel  Company 

National  Tube  Company 


S24, 500, 000 
14,000,000 
40,000,000 
18, 325, 000 


63, 260, 900 
27,000,000 
40, 000, 000 


$24,600,000 
19,000,000 
50,000,000 
28,000,000 

160,000,000 
46,484,300 
32,000,000 
40,000,000 


And  whereas,  the  Carnegie  Company  has  issued,  and  there;  are  now 
outstanding,  its  5%  bonds  for  the  aggregate  principal  sum  of 
$160,000,000:  and 

Whereas,  the  Syndicate  has  arranged  for  the  acquisition  of  sub- 
stantially all  of  the  bonds  and  the  stock  of  the  Carnegie  Company; 
and 

Whereas,  in  reliance  upon  this  contract  the  Syndicate  is  endeavor- 
ing to  effect  the  acquisition,  and  the  delivery  of  all  of  the  bonds  of 
the  Carnegie  Company,  and  all  of  the  outstanding  shares  of  the 
capital  stock  of  all  of  said  corporations,  upon  the  terms  herein  pro- 
vided. 

Now,  therefore,  in  consideration  of  the  premises  and  of  other  good 
and  valuable  considerations,  and  of  the  efforts  and  expenses  which 
both  parties  recognize  will  have  to  be  made  aiid  incurred  by  the 
Syndicate  in  their  endeavor  to  consummate  such  sale : 

First.  The  Steel  Company  agrees  with  J.  P.  Morgan  &  Co.,  acting 
in  behalf  of  the  Syndicate,  as  folloAvs: 

(1)  If,  on  or  before  May  31,  1901,  J.  P.  Morgan  &  Co.  in  behalf 
of  the  Syndicate  shall 

(a)  Sell  and  deliver,  or  cause  to  be  sold  and  delivered,  to  the 
Steel  Company,  at  least  fifty-one  per  cent  of  such  outstanding  shares 
of  the  capital  stock  of  each  of  the  corporations  above  named,  or  of 
such  of  said  corporations  as  finally  shall  be  embraced  within  the 
operation  of  this  agreement  with  the  approval  of  the  Steel  Company, 
which  fifty-one  per  cent  of  the  total  outstanding  capital  stock  of 
each  of  such  corporations  shall  include  not  less  than  fifty-one  per 
cent  of  the  total  outstanding  prefen-ed  stock,  if  any,  of  such  com- 
pany ;  and  also  all  of  the  $160,000,000  of  bonds  of  the  Carnegie  Com- 
pany now  outstanding,  or  such  lesser  amount  thereof  as  shall  be 
tendered  by  J.  P.  Morgan  &  Co. ;  and 

(h)  Shall  pay,  or  shall  cause  to  be  paid,  to  the  Steel  Company 
twenty-five  million  dollars  in  cash : 

(2)  The  Steel  Company  will  purchase  such  shares  and  bonds,  and, 
in  payment  and  consideration  for  such  stock  and  bonds  and  for  such 
cash,  will  issue  to  such  persons  as  J.  P.  Morgan  &  Co.,  in  behalf  of 
the  Syndicate,  shall  indicate,  shares  of  its  preferred  stock  and  shares 
of  its  common  stock  (all  of  which  shall  be  fully  paid  and  non-assess- 
able), and  also  its  five  per  cent  gold  bonds  (which  bonds  shall  be 
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of  such  form  and  tenor,  and  shall  be  secured,  as  J.  P.  Morgan  &  Co. 
may  determine),  as  follows: 

(a)  In  the  event  that  the  Steel  Company  shall  acquire  all  the 
shares  of  the  capital  stock  of  all  of  such  other  corporations  and  all 
such  bonds  of  the  Carnegie  Company,  the  Steel  Company  will  issue 
for  all  such  stock,  and  such  bonds,  and  such  sum  in  cash,  four  mil- 
lion two  hundred  and  forty-nine  thousand  nine  hundred  and  eighty- 
five  shares  of  its  preferred  stock,  and  four  million  two  hundred  and 
forty-nine  thousand  nine  hundred  and  eighty-five  shares  of  its  com- 
mon stock,  and  also  three  hundred  and  four  million  dollars  of  its 
said  five  per  cent  gold  bonds. 

(b)  In  the  event  that  the  Steel  Company  shall  not  acquire  all  the 
shares  of  the  capital  stock  of  all  of  such  other  corporations  and  all 
such  bonds  of  the  Carnegie  Comjiany,  the  Steel  Company  will  issue 
for  the  shares  of  stock  and  the  bonds  which  shall  be  acquired,  and 
said  sum  in  cash,  four  million  two  hundred  and  forty-nine  thousand 
nine  hundred  and  eighty-five  (4,249,985)  shares  of  its  preferred  stock, 
and  four  million  two  hundred  and  forty-nine  thousand  nine  hundred 
and  eighty-five  (4,249,985)  shares  of  its  common  stock,  and  three 
hundred  and  four  million  dollars  ($304,000,000)  of  its  five  per  cent 
gold  bonds,  less  abatement  and  deduction  therefrom  to  be  made  as 
follows : 

For  each  $100  par  value  of  stock  of  such  other  companies  men- 
tioned in  the  following  table,  which  shall  not  be  acquired  by  the  Steel 
Company,  the  amount  of  the  preferred  stock  and  common  stock,  or 
either^  set  opposite  to  such  class  of  stock  in  said  table  shall  be  de- 
ducted and  abated. 


Name  of  company  and  class 
oJ  stock. 

Amount  of  stock 

to  be  deducted  in 

par  value. 

Name  of  company  and  class 
of  stock. 

Amount  of  stock 

to  be  deducted  in 

par  value. 

Preferred 
stock. 

Common 
stock. 

Preferred 
stock. 

Common 
stock. 

8150.00 

lie.  00 
4.00 

117.60 

8150.00 

American  Tin  Plate  Co.: 

8125.00 
20.00 

100.00 

8125. 00 

107.50 

American  Steel  Hoop  Co.: 

o£N.  J.: 

Common  stock 

100.00 

Preferred  stock 

American  Sheet  Steel  Co.; 

100. 00 

102.60 

National  Tube  Co. : 

125.00 
8.80 

125.00 

100.00 

Common  stock 

125.00 

National  Steel  Co.: 

125.00 

For  each  $1,000  par  value  of  such  bonds  of  the  Carnegie  Company 
that  shall  not  be  acquired  by  the  Steel  Company  $1,000  par  value  of 
such  bonds  of  the  Steel  Company  shall  be  abated  and  deducted. 

Second.  The  Steel  Company  further  agrees  that  in  the  event  of 
the  acquisition  by  it  pursuant  to  this  agreement  of  less  than  the 
total  issue  of  said  bonds  of  the  Carnegie  Company  or  less  than  the 
total  outstanding  capital  stock  of  each  of  said  corporations,  the  Steel 
Company  from  time  to  time  will  purchase  from  such  persons  as  shall 
be  indicated  by  J.  P.  Morgan  &  Co.,  any  and  all  additional  out- 
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standing  bonds  of  the  Carnegie  Company  or  shares  of  the  capital 
stock  of  any  of  said  corporations  that  shall  be  tendered  to  the  Steel 
Company  prior  to  May  1,  1902;  and  in  payment  therefor  will  issue 
and  deliver  its  bonds  and  fully  paid-up  shares  of  its  preferred  stock 
and  fully  paid-up  shares  of  its  common  stock,  at  the  rates  at  which 
deduction  and  abatement  shall  have  been  made  under  Article  First 
hereof  in  respect  of  the  additional  bonds  and  shares  of  stock  so 
purchased. 

Third.  The  Steel  Company  shall  credit  and  allow  to  J.  P.  Morgan 
&  Co.  on  account  of  the  cash  sum  payable  under  Article  First  hereof, 
or  shall  pay  to  J.  P.  Morgan  &  Co.  a  sum  equal  to  the  aggregate 
amount  which,  prior  to  April  1,  1901,  shall  have  accrued  upon  any 
installments  of  dividends  accruing,  but  not  matured,  on  any  such 
preferred  stock  at  the  date  of  delivery  thereof  to  the  Steel  Company, 

The  Steel  Company  further  agrees  that  the  dividends  on  all  the 
preferred  stock  of  the  Steel  Company  to  be  issued  by  it  hereunder, 
shall  begin  to  accrue  from  April  1,  1901. 

Fourth.  The  Steel  Company,  without  prejudice  to  the  further  exer- 
cise of  its  chartered  rights  to  increase  or  to  decrease  its  capital  stock, 
agrees  that  it  will  lawfully  increase  its  authorized  capital  stock  to 
an  amount  sufficient  to  enable  it  to  issue  and  to  deliver  its  jjreferred 
stock  and  its  common  stock  to  the  aggregate  amount  hereinbefore 
jjrovided. 

Fifth.  J.  P.  Morgan  &  Co.,  in  behalf  of  the  Syndicate,  will  bear 
and  will  pay  the  statutory  fees  and  taxes  for  the  projDosed  increase  of 
the  capital  stock  of  the  Steel  Company. 

Sixth.  This  agreement,  and  any  agreement  in  pursuance  thereof, 
is  and  shall  be  strictly  inter  partes;  and  no  stocldiolder  of  any  of 
the  corporations  above  referred  to  shall  be  deemed  to  have  any  right 
hereunder. 

In  witness  whereof,  these  presents  have  been  duly  executed  by  the 
parties  hereto  the  day  and  year  first  above  written. 

UxiTED  States  Steel  Corporation, 

[l.  s.]  By  W.  J.  Curtis,  President. 

Attest : 

t^HARLEs  Mao  Veaoh, 

Secretary.,  J.  P.  Morgan  &  Co. 


Exhibit  2. 

UNDERWRITING  AGREEMENT  OF  APRIL   1,    1901,   BETWEEN  J.   P. 
MORGAN  &  CO.  AND  THE  UNITED  STATES  STEEL  CORPORATION. 

An  agreement,  made  this  1st  day  of  April,  nineteen  hundred  and 
one,  by  and  between  United  States  Steel  Corporation,  a  corporation 
existing  under  the  laws  of  the  State  of  Xew  Jersey  (hereinafter  called 
the  "  Steel  Company  "),  party  of  the  first  part,  and  J.  P.  Morgan  & 
Co.,  of  the  city  of  New  York,  parties  of  the  second  part: 

AVliereas,  the  Steel  Company  has  been  organized  with  a  capital 
stock  of  $3,000,  of  which  one-half  is  7  \>Qr  cent  cumulative  preferred 
stock  and  one-half  is  common  stock,  as  shown  by  the  certificate  of 
incorporation  of  the  Steel  Company,  recorded  in  Hudson  Countv, 
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New  Jersey,  on  the  25th  day  of  February,  1901,  which  capital  stock 
is  to  be  increased  as  provided  in  a  certain  agreement  dated  March  1, 
1901,  between  the  Steel  Company  and  J.  P.  Morgan  &  Co.,  acting  in 
behalf  of  a  Syndicate;  and 

"Whereas,  the  board  of  directors  of  the  Steel  Company  deem  it 
necessary  for  its  business  now  to  acquire  the  stocks  of  the  other  cor- 
porations hereinafter  named,  and,  after  careful  investigation  and 
appraisement,  the  board  of  directors  of  the  Steel  Company  has  ascer- 
tained, adjudged  and  determined  that  the  value  of  such  stocks  now 
so  to  be  acquired  and  hereinafter  specified,  is  equal  at  least  to  the  par 
value  of  the  stocks  of  the  Steel  Company  together  with  the  sums  in 
cash  to  be  issued  and  paid  therefor  as  hereinafter  provided;  and 

Whereas,  the  board  of  directors  of  the  Steel  Company  considers 
that  such  stocks  may  best  be  obtained  by  purchase,  on  the  terms  here- 
inafter stated,  through  Messrs.  J.  P.  Morgan  &  Co.,  parties  of  the 
second  part  hereto;  and 

AMiereas,  the  names  of  said  corporations  and  the  classes  and 
amounts  of  the  capital  stock  thereof  which  the  Steel  Company  de- 
sires to  acquire  are  as  follows : 

The  Lake  Hnpenor  Consolidated  Iron  Mines  (a  corporation  of  New 
Jersey)  298,88-l~--l:8!)7/1000O  shares,  of  the  aggregate  par  value  of 
$29,888,448.97. 

Bessemer  Steamship  Company  (a  corporation  of  West  Virginia) 
50,000  shares  of  the  aggregate  par  value  of  $5,000,000. 

American  B rid (/e  Company  (a  corporation  of  New  Jersey)  313,738 
shares  of  preferred  stock,  of  the  aggregate  par  value  of  $31,373,800, 
and  309,508  shares  of  common  stock,  of  the  aggregate  par  value  of 
$30,950,800. 

Colorado  Fuel  and  Iron  Con^pany  (a  corporation  of  Colorado) 
20,000  shares  of  preferred  stock,  of  the  aggregate  par  value  of 
$2,000,000,  and  170,000  shares  of  common  stock,  of  the  aggregate  par 
value  of  $17,000,000. 

Olirer  Iron  Mining  Company  (a  corporation  of  Minnesota)  2,000 
shares,  of  the  aggregate  par  value  of  $200,000,  out  of  a  total  capital 
stock  of  $1,200,000. 

Pittslnrgh  HteamsMp  Company  (a  corporation  of  West  Virginia), 
2,217  shares,  of  the  aggregate  par  value  of  $221,700,  out  of  a  total 
outstanding  capital  stock  of  $1,333,000. 

And  whereas,  J.  P.  Morgan  &  Co.  have  heretofore  rendered  services 
for  the  purpose  of  acquiring  such  stocks  of  said  several  companies 
for  the  benefit  of  the  Steel  Company,  and  the  Steel  Company  desires 
that  J.  P.  Morgan  &  Co.  shall  render  further  services  for  the  purpose 
of  acquiring  such  stocks: 

Now,  therefore,  in  consideration  of  the  premises  and  of  other  good 
and  valuable  considerations,  and  of  the  efforts  and  expenses  which 
both  parties  recognize,  will  have  to  be  made  and  incurred  by  Messrs. 
J.  P.  Morgan  &  Co.  under  this  agreement : 

First.  The  Steel  Company  agrees  with  J.  P.  Morgan  &  Co.  as 
follows : 

(1)  If  on  or  before  May  31st,  1901,  J.  P.  Morgan  &  Co.  shall  pro- 
cure the  sale  and  delivery  to  the  Steel  Company  of  all,  or  any  part, 
not  less  than  fifty-one  per  cent,  of  such  outstanding  shares  of  the 
capital  stock  of  said  Lake  Superior  Consolidated  Iron  JSIines',  the 
Steel  Company  will  purchase  such  shares,  and  in  payment  and  con- 
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sideration  therefor  will  issue  to  the  respective  vendors  thereof,  or  for 
their  account,  as  may  be  directed  by  J.  P.  Morgan  &  Co.,  $135  in  the 
preferred  stock  and  $135  in  the  common  stock  of  the  Steel  Com- 
pany (all  of  which  shall  be  fully  paid  and  non- assessable)  for  each 
$100  par  value  of  such  shares  of  the  capital  stock  of  said  Lake 
Superior  Consolidated  Iron  Mines  so  sold  and  delivered  to  the  Steel 
Company. 

Such  stock  of  said  Lake  Superior  Consolidated  Iron  Mines  must 
carry  all  dividends  and  rights  to  dividends  declared  or  payable  after 
March  15,  1901.  Dividends  on  the  preferred  stock  of  the  Steel  Com- 
pany to  be  issued  in  part  payment  therefor  shall  begin  to  accrue 
from  April  1st,  1901. 

(2)  If  on  or  before  May  31st,  1901,  J.  P.  Morgan  &  Co.  shall  pro- 
cure the  sale  and  delivery  to  the  Steel  Company,  or  an  agreement 
for  the  sale  and  delivery  to  the  Steel  Company,  of  all  the  shares  of 
the  capital  stock  of  said  Bessemer  Steamship  Company,  the  Steel 
Company  will  purchase  such  shares  of  stock  and  will  agree  to  pay 
therefor  the  sum  of  $8,500,000  in  cash  on  or  before  May  1,  1902,  with 
interest  from  May  1,  1901,  at  the  rate  of  five  per  cent  per  annum. 

Such  stock  of  the  Bessemer  Steamship  Co.  must  carry  all  divi- 
dends and  rights  to  dividends  declared  or  payable  after  March  15, 
1901. 

(3)  If  on  or  before  May  31st,  1901,  J.  P.  Morgan  &  Co.,  shall  pro- 
cure the  sale  and  delivery  to  the  Steel  Company  of  said  shares  of  the 
capital  stock  of  said  Oliver  Iron  Mining  Company,  of  the  aggregate 
par  value  of  $200,000,  together  with  said  shares  of  the  caj)ital  stock 
of  said  Pittsburgh  Steamship  Company  of  the  aggregate  par  value 
of  $221,700,  the  Steel  Company  will  purchase  such  shares  and,  in 
payment  and  consideration  therefor  will  issue  to  the  vendors  thereof, 
or  for  their  account,  as  may  be  directed  by  J.  P.  Morgan  &  Co., 
92,500  shares  of  its  i:)ieferred  stock  of  the  aggregate  par  value  of 
$9,250,000  and  92,500  shares  of  its  common  stock  of  the  aggregate 
par  value  of  $9,250,000,  all  of  which  shall  be  fully  paid  and  non- 
assessable. 

Such  shares  of  stock  of  the  Oliver  Iron  Mining  Company  must 
carry  all  dividends  and  rights  to  cliAidencls  declared  or  payable  after 
March  27th,  1901 ;  and  dividends  on  the  preferred  stock  of  the  Steel 
Company  to  be  issued  in  part  pavment  therefor  shall  begin  to  accrue 
from  April  1st,  1901. 

(4)  If  on  or  before  May  31st,  1901,  J.  P.  Morgan  &  Co.  shall  pro- 
cure the  sale  and  delivery  to  the  Steel  Company  of  all,  or  any  part 
not  less  than  fifty-one  per  cent,  of  said  total  outstanding  capital 
stock  of  the  American  Bridge  Company  (which  fifty-one  per  cent 
of  the  total  outstanding  capital  stock  shall  include  not  less  than  fifty- 
one  per  cent  of  the  total  outstanding  preferred  stock  of  said  American 
Bridge  Company),  the  Steel  Company  will  jnuchase  such  shares,  and 
in  payment  and  consideration  therefor  will  issue  to  the  vendors 
thereof,  or  for  their  account  as  may  be  directed  by  J.  P.  Morgan 
&  Co.,  shares  of  the  preferred  stock  and  common  stock  of  the  Steel 
Company  (all  of  which  shall  be  fully  paid  and  non-assessable)  at 
the  following  rates : 

For  each  $100  share  of  the  preferred  stock  of  the  American  Bridge 
Company  sold  and  delivered  to  the  Steel  Company,  $110  par  value 
in  the  preferred  stock  of  the  Steel  Company. 
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For  each  $100  share  of  the  common  stock  of  the  American  Bridge 
Company  sold  and  delivered  to  the  Steel  Company,  $105  par  value 
in  the  common  stock  of  the  Steel  Company. 

Such  preferred  stock  of  the  American  Bridge  Company  shall  not 
carry  the  dividend  of  If  per  cent  declared  payable  thereon  April  24, 
1901,  but  must  carry  all  other  dividends  and  rights  to  dividends  de- 
clared or  payable  after  April  1st,  1901;  and  such  common  stock  of 
the  American  Bridge  Company  must  carry  all  dividends  and  rights 
to  dividends  declared  or  payable  after  March  15th,  1901.  Dividends 
on  the  preferred  stock  of  the  Steel  Companjr  to  be  issued  for  such 
preferred  stock  of  the  American  Bridge  Company  shall  begin  to 
accrue  from  April  1st,  1901. 

(5)  The  Steel  Company  hereby  authorizes  and  requests  J.  P. 
Morgan  &  Co.,  for  account  of  the  Steel  Company,  to  purchase  or 
acquire,  or  to  contract  for  the  jDurchase  or  acquisition  of,  all  or  any 
of  the  outstanding  shares  of  the  capital  stock  of  the  Colorado  Fuel 
&  Iron  Company,  in  consideration  of  the  issue  by  the  Steel  Company 
in  payment  therefor  of  such  amount  of  the  ]5referred  stock  and 
common  stock  of  the  Steel  Company  as,  from  time  to  time,  may  be 
fixed  by  J.  P.  Morgan  &  Co.,  not  exceeding  in  the  aggregate  $15,- 
000.000  in  the  preferred  stock  and  $15,000,000  in  the  common  stock 
of  the  Steel  Company  in  case  all  said  outstanding  19,000  [190,000] 
shares  of  the  Colorado  Fuel  &  Iron  Company  shall  be  so  purchased 
or  acquired,  and  not  exceeding  a  proportionate  amount  of  such  pre- 
ferred stock  and  of  such  common  stock  of  the  Steel  Company  for 
any  number  less  than  all  of  such  outstanding  19,000  [190,000]  shares 
that  may  be  so  purchased  or  acquired. 

(6)  The  Steel  Company  requests  J.  P.  Morgan  &  Co.  to  endeavor 
to  procure  the  sale  and  delivery  to  it  on  said  terms  of  such  shares  of 
capital  stock  of  said  several  corporations  or  any  of  them,  and  hereby 
it  authorizes  J.  P.  Morgan  &  Co.,  in  their  own  name,  or  otherwise,  by 
public  notice  or  otherwise,  to  offer  to  the  several  stockholders  of  said 
several  corporations,  or  any  of  them,  in  exchange  for  stocks  in  said 
corporations,  respectively,  certificates  for  preferred  stock  and  com- 
mon stock  of  the  Steel  Company  on  the  t&rms  aforesaid.  Any  such 
offer  may  require  the  deposit  of  such  stocks  with  J.  P.  Morgan  & 
Co.  as  depositaries,  or  with  any  other  depositaries  designated  by 
them,  and  may  be  made  subject  to  any  other  further  terms  and  con- 
ditions that  may  be  prescribed  by  J.  P.  Morgan  &  Co. 

The  Steel  Company  will  increase  its  capital  stock  to  such  amount 
as  may  be  required  for  the  purpose  of  making  the  purchases  hereby 
authorized. 

(7)  The  Steel  Company  authorizes  and  requests  J.  P.  Morgan 
&  Co.  to  make  all  agreements,  and  to  do  all  acts  and  things,  and  to 
make  any  expenditures  which,  in  their  sole  discretion,  they  may  deem 
expedient  for  the  purpose  of  acquiring  such  shares  of  stock,  or  any 
of  them  as  aforesaid;  and  the  Steel  Company  agrees  to  reimburse 
J.  P.  Morgan  &  Co.  for  all  such  expenditures  and  to  pay  all  other 
expenses  of  any  descrij)tion  made  or  incurred  by  J.  P.  Morgan  & 
Co.  in  acting  hereunder.  The  Steel  Company  further  agrees  to  pay 
to  J.  P.  Morgan  &  Co.  fair  compensation  for  their  services  hereunder. 

Second.  J.  P.  Morgan  &  Co.  agree  to  endeavor  to  procure  the  sale 
and  delivery  to  the  Steel  Company,  on  the  terms  aforesaid,  of  said 
stocks  of  said  several  corporations,  and  they  agree  to  include  in  any 
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Hale  of  stocks  of  the  American  Bridge  Company  all  of  the  shares  of 
the  common  stock  and  preferred  stock  of  said  company  by  them 
owned.  J.  P.  Morgan  &  Co.  further  agree  that  they  will  make  an 
offer  to  the  stockholders  of  the  American  Bridge  Company,  and  of 
the  Lake  Superior  Consolidated  Iron  Mines,  inviting  them  to  receive 
in  exchange  for  their  stocks,  certificates  for  preferred  stock  and  com- 
mon stock  of  the  Steel  Company  on  the  terms  aforesaid. 

In  witness  whereof,  these  presents  have  been  duly  executed  by 
the  parties  hereto  the  day  and  year  first  above  written. 

United  States  Steel  Coepoeation. 

By ,  President. 

Attest  :■ 

,  Secretanj. 


Exhibit  3. 

SYNDICATE  AGREEMENT  OF  EEBRTJAE.Y  26,  1901,  BETWEEN  J.  P. 
MORGAN  &  CO.  AND  THE  SYNDICATE  SUBSCRIBERS  RELATIVE  TO 
ORGANIZATION  OE  THE  UNITED   STATES   STEEL  CORPORATION. 

An  agreement,  made  as  of  the  2Gth  day  of  February,  nineteen 
hundrecl  and  one,  by  and  between  J.  P.  Morgan  &  Co.,  of  the  city  of 
New  York,  parties  of  the  first  part,  and  the  subscribers  hereto  (here- 
inafter called  severally  the  "  Subscribers  "  and  collectively  the  "  Syn- 
dicate "),  severally,  parties  of  the  second  part: 

T\niereas,  the  United  States  Steel  Corporation  has  been  organized 
under  the  laws  of  the  State  of  Xew  Jersey,  with  a  capital  stock  of 
$3,000,  of  which  one-half  is  seven  per  cent  cumulative  preferred  stock 
and  one-half  is  common  stock,  which  capital  stock  presently  is  to  be 
increased  to  such  amount  as  shall  be  approved  by  J.  P.  Morgan  &  Co., 
and  such  corporation  (hereinafter  called  the  "  Steel  Company  ")  de- 
sires now  to  acquire,  as  hereinafter  provided,  stocks  and  bonds  of  all 
or  of  some  of  the  several  corporations  next  hereinafter  referred  to, 
and  certain  sums  in  cash;  and 

"\Aniereas,  J.  P.  ISIorgan  &  Co.,  acting  in  behalf  of  the  Syndicate, 
are  hereby  authorized  to  enter,  and  now  are  about  to  enter,  into  a 
contract  or  contracts  with  the  Steel  Company,  by  which  the  Steel 
Company  is  to  agree  to  issue  to  such  persons  as  J.  P.  INIorgan  &  Co. 
in  behalf  of  the  Syndicate  shall  indicate,  shares  of  its  preferred  stock 
and  shares  of  its  common  stock  (all  of  which  shall  be  fully  paid  and 
non-assessable)  and  also  its  five  per  cent  gold  bonds,  in  payment  and 
in  consideration  for  outstanding  bonds  of  the  Carnegie  Company, 
and  shares  of  the  outstanding  preferred  stock  and  common  stock  of 
the  following  named  comijanies,  or  some  of  them,  as  shall  be  agreed 
upon  or  be  provided  for  in  such  contract  or  contracts : 

American  Sheet  Steel  Company, 

American  Steel  Hoop  Company, 

American  Steel  and  Wire  Comjiahy  of  New  Jersey, 

American  Tin  Plate  Company, 

Carnegie  Company, 

Federal  Steel  Company, 

National  Steel'  Company, 

National  Tube  Company. 
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Xow,  therefore,  in  consideration  of  the  premises  and  of  the  mutual 
promises  herein  contained,  J.  P.  Morgan  &  Co.  and  the  Sj'ndicate 
have  mutually  agreed  as  follows: 

First,  J.  P.  Morgan  &  Co.  shall  have  power  and  authority  from 
time  to  time,  in  such  manner  and  on  such  terms  as  from  time  to  time, 
either  generally  or  in  special  cases,  they  may  deem  exj^edient: 

(1)  Publicly  or  otherwise  to  offer,  or  to  agree  to  deliver,  or  to 
cause  to  be  delivered,  in  such  amounts  and  at  such  general  or  special 
rates  as,  from  time  to  time,  either  generally  or  in  special  cases,  they 
may  deem  expedient,  shares  of  the  preferred  stock,  and  shares  of  the 
common  stock,  and  bonds,  of  the  Steel  Company,  in  exchange  for  or 
m  purchase  of  any  of  the  stocks  of  any  of  the  other  companies  named 
in  said  proposed  contracts,  that  shall  be  delivered  to  J.  P.  Morgan  & 
Co.,  or  as  they  may  direct;  and 

(2)  By  the  use  of  any  of  the  stocks,  or  of  any  of  the  bonds,  of  the 
Steel  Company,  deliverable  under  said  proposed  contracts,  or  of 
moneys  provided  or  derived  under  the  terms  of  this  agreement,  to 
acquire  all  or  any  of  the  stocks,  or  of  the  bonds,  or  both,  of  all  or  of 
any  of  the  other  companies  above  referred  to. 

Second.  From  time  to  time,  upon  calls  made  by  J.  P.  Morgan  & 
Co.,  and  within  such  periods  as  shall  be  specified  in  such  calls,  the 
Subscribers,  severally  and  respectively,  will  pay  to  J.  P.  Morgan  & 
Co.  such  sums  in  cash,  as  shall  be  called  by  J.  P.  Morgan  &  Co.,  but 
in  the  aggregate,  not  exceeding  their  respective  subscriptions  here- 
under. 

Third.  J.  P.  jNIorgan  &  Co.,  in  the  exercise  of  their  absolute  discre- 
tion, may  use  the  sums  in  cash  so  received  from  the  Subscribers,  for 
all  or  any  of  the  following  purposes,  viz : 

(1)  In  payment  to  the  Steel  Company  of  any  sum  in  cash  by  it 
to  be  received  under  said  proposed  contracts,  and  any  further  sums 
that  may  become  payable  to  the  Steel  Company  under  any  agreement 
modifying  the  same  or  supplemental  thereto. 

(2)  For  any  expenditures  which  J.  P.  Morgan  &  Co.  in  their  dis- 
cretion may  have  incurred  or  hereafter  may  incur  in  or  about  the 
preparation  or  the  performance  of  this  agreement  or  of  said  proposed 
contracts,  or  for  any  purpose  which,  in  their  judgment,  may  tend  to 
promote  the  objects  of  this  agreement  or  the  benefit  of  the  Syndicate 
hereunder. 

(3)  In  acquiring,  by  purchase  or  otherwise,  as  hereinbefore  author- 
ized by  clause  (2)  of  Article  First  of  this  agreement,  any  of  the 
preferred  stock  and  common  stock  and  bonds  of  the  companies  here- 
inabove referred  to. 

All  or  any  of  such  stocks  and  bonds  of  such  other  companies,  so 
acquired  by  J.  P.  Morgan  &  Co.,  may  be  delivered  by  them  under  the 
terms  of  siiid  proposed  contracts  to  the  Steel  Company,  in  exchange 
for  its  stocks  and  bonds  as  therein  provided ;  or,  in  their  discretion, 
J.  P.  ]\Iorgan  &  Co.  may  re-sell  to  others  all  or  any  of  such  stocks 
and  bonds. 

Fourth.  J.  P.  Morgan  &  Co.  may  retain  all  of  said  stocks  of  the 
Steel  Company,  to  be  received  pursuant  to  said  proposed  contracts 
(except  such  of  said  stocks  as  by  them  shall  be  used  or  be  set  apart 
for  use  under  Article  First  of  this  agreement)  for  such  period  as  in 
their  discretion  they  may  deem  expedient,  not  exceeding  fifteen 
months  from  the  date  hereof;  and,  from  time  to  time,  during  said 
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period  and  at  any  time  before  final  distribution  hereunder,  they  may 
sell,  all  or  any  of  such  stocks,  at  public  or  private  sale  and  at  such 
prices,  and  on  such  terms  as  to  credit  or  otherwise,  as  they  may  deem 
expedient. 

Fifth.  All  such  stocks  of  the  Steel  Company  mentioned  in  Article 
Fourth  hereof,  and  all  net  proceeds  resulting  from  sales  of  any  of 
such  stocks  or  from  any  other  transactions  of  J.  P.  Morgan  &  Co., 
for  account  of  the  Syndicate  under  any  of  the  provisions  hereof, 
shall  be  applied  by  J.  P.  Morgan  &  Co.  as  follows : 

(1)  First,  to  the  payment  of  any  and  all  expenses  and  obligations 
incurred  by  J.  P.  Morgan  &  Co.  under  any  provision  of  this  agree- 
ment. 

(2)  Secondly,  in  repayment  to  the  Subscribers  (so  far  as  the  same 
may  be  sufficient  for  that  purpose)  of  all  sums  by  them  respectively 
paid  to  J.  P.  Morgan  &  Co.  pursuant  to  Article  Second;  such  repay- 
ment to  be  made  to  the  Subscribers  ratably. 

(3)  One-fifth  of  any  residue  of  such  stocks  and  net  proceeds  re- 
maining after  payment  in  full  of  all  such  sums  payable  under  clauses 
(1)  and  (2)  of  this  article  shall  be  retained  bj',  and  shall  belong  to, 
J.  P.  Morgan  &  Co.  for  their  own  use,  as  compensation  for  their 
services  in  forming  and  managing  the  Syndicate :  and  the  remaining 
four-fifths  of  such  residue  shall  be  distributed  by  J.  P.  Morgan  &  Co. 
among  the  Subscribers  ratably  according  to  their  respective  interests. 

Such  one-fifth  of  any  such  residue  shall  be  the  only  compensation 
to  be  received  by  J.  P.  Morgan  &  Co.  for  their  services  in  forming 
and  managing  the  Syndicate ;  and,  in  case  there  shall  be  no  such  resi- 
due, J.  P.  Morgan  &  Co.  shall  not  receive  any  compensation  for  their 
services  in  forming  or  in  managing  the  Syndicate. 

Any  stocks  or  other  assets  comprised  in  such  residue  may  be  sold 
by  J.  P.  Morgan  &  Co.,  or  may  be  distributed  by  them  as  they  may 
deem  expedient. 

Such  application  of  such  net  proceeds  and  such  distribution  of 
such  residue,  may  be  made  by  J.  P.  Morgan  &  Co.  from  time  to  time 
when  and  as  they  may  deem  expedient. 

All  cash  sums  received  by  J.  P.  Morgan  &  Co.  under  any  provision 
of  this  agreement  shall  be  held  by  them  as  bankers. 

Sixth.  Until  the  expiration  of  such  fifteen  months,  or  until  the 
final  distribution  hereunder,  J.  P.  Morgan  &  Co.  in  such  manner,  at 
such  prices,  on  such  terms,  and  in  such  amounts,  as  they  may  deem 
expedient,  shall  have  power,  for  account  of  the  Syndicate,  to  make 
jDurchases  of  the  bonds  and  of  the  preferred  stock  and  of  the  com- 
mon stock  of  the  Steel  Company,  and  they  may  resell  any  such  bonds 
and  stocks  which  they  may  have  purchased;  and,  in  their  discretion, 
they  may  make  any  further  undertakings  of  any  kind  with  any  per- 
sons concerning  any  such  bonds  and  stocks.  They  may  apply  towards 
any  such  purchases  any  sums  realized  from  any  sales  of  bonds  and 
stocks  of  the  Steel  Company  under  any  provision  of  this  agreement ; 
and  they  may  make  advances,  or  may  procure  loans,  and  may  secure 
the  same  to  such  amounts  and  in  such  manner  as  from  time  to  time 
they  may  deem  expedient  for  any  of  the  purposes  of  this  agreement 

Seventh.  J.  P.  Morgan  &  Co.  shall  issue  to  the  Subscribers  suit- 
able receipts  in  respect  of  payments  made  hereunder,  and  they  may 
issue  to  the  respective  Subscribers  certificates  of  interest,  of  such 
tenor  and  form  as  they  may  deem  suitable.    Such  certificates  of  in- 
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terest  and  all  rights  and  obligations  hereunder  of  the  respective 
Subscribers  may  be  made  transferable  in  such  manner  and  on  such 
terms  and  conditions  as  J.  P.  Morgan  &  Co.  may  prescribe. 

Eighth.  J.  P.  Morgan  &  Co.  shall  have  authority,  from  time  to 
time  and  at  any  time,  to  incur  such  expenses  as  they  may  deem 
proper  in  carrying  out,  or  in  endeavoring  to  carry  out,  this  agree- 
ment or  said  proposed  contracts,  or  in  doing  any  act  or  thing  which 
they  may  deem  to  be  in  the  interest  of  the  Syndicate ;  and  they  shall 
have  power  and  authority,  in  their  sole  and  absolute  discretion, 
finally  to  fix  and  to  pay  all  compensations  of  depositaries,  brokers, 
agents  and  counsel,  or  others;  and  in  the  expense  account  may  be 
included  brokers'  commissions  as  usually  paid. 

Ninth.  For  account  of  the  Syndicate,  J.  P.  Morgan  &  Co.,  from 
time  to  time,  may  make  undertakings  of  any  kind  with  any  persons 
concerning,  or  for  the  acquisition  of,  bonds  or  shares  of  either  or  of 
both  of  the  classes  of  stock  of  any  of  the  companies  hereinabove  re- 
ferred to,  and  they  may  make  purchases  thereof  from  the  holders 
thereof,  or  in  any  market  or  otherwise,  and  may  sell  the  same  at  such 
prices,  on  such  terms  and  in  such  amounts  as  from  time  to  time  they 
may  deem  expedient. 

Tenth.  On  signing  this  agreement  each  Subscriber  shall  indicate 
opposite  his  name  the  total  sum  of  his  subscription  on  account  of  the 
whole  Syndicate  obligation  hereunder;  and  the  several  Subscribers 
shall  be  called  upon  to  make  payments  in  respect  of  their  several 
subscriptions  only  ratably  according  to  the  respectii/e  amounts 
thereof,  but  each  Subscriber  shall  be  so  responsible  to  the  full  extent 
of  his  undertaking,  regardless  of  performance  or  non-performance 
by  any  other  Subscriber. 

When  and  as  requested  by  J.  P.  Morgan  &  Co.,  and  without  refer- 
ence to  the  receipt  or  the  possession  hereunder  by  J.  P.  Morgan  & 
Co.,  or  by  the  Subscribers  of  any  bonds  or  stock,  each  Subscriber  will 
make  any  and  all  payments,  and  will  perform  all  of  his  undertakings 
under  this  agreement,  and  will  do  all  things  which  by  J.  P.  Morgan 
&  Co.  shall  be  deemed  desirable  to  aid  in  the  accomplishment  of  the 
purposes  of  this  agreement. 

Nothing  herein  contained  or  otherwise  shall  constitute  the  parties 
hereto  partners,  or  shall  render  any  one  of  the  Subscribers  liable  to 
contribute  more  than  his  several  proportionate  amount  as  herein  pro- 
vided, or  shall  prevent  any  of  the  parties  from  contracting  with  each 
other  with  reference  to  any  of  their  respective  interests. 

Eleventh.  In  case  of  any  failure  of  any  Subscriber  to  make  any 
payment  called  for,  or  to  perform  any  of  his  undertakings  hereunder, 
J.  P.  Morgan  &  Co.  in  their  sole  and  exclusive  discretion  may  exclude 
such  Subscriber  from  all  interest  in  the  Syndicate;  and  in  their  dis- 
cretion and  in  such  manner  as  they  may  deem  proper,  without  any 
proceeding,  either  at  law  or  in  equity,  they  may  dispose  of  such  Sub- 
scriber's participation  hereunder  or  of  any  interest  or  right  of  such 
Subscriber  hereunder  or  under  said  proposed  contracts;  but  never- 
theless such  Subscriber  in  default  shall  be  responsible  to  J.  P.  Mor- 
gan &  Co.,  for  the  benefit  of  the  other  Subscribers  hereto,  for  all 
damages  caused  by  any  failure  on  his  part.  At  any  public  sale  under 
this  article  of  any  interest  or  right  of  any  Subscriber,  J.  P.  Mor- 
gan &  Co.,  or  any  party  hereto,  may  become  purchaser  for  their,  or 
for  his  own,  benefit,  without  accountability. 
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Twelfth.  J.  p.  Morgan  &  Co.  shall  have  full  power,  in  their  dis- 
cretion, to  agree  with  the  Steel  Company  upon  the  terms  and  pro- 
visions of  such  proposed  contracts,  and  as  to  the  amount  of  the  pre- 
ferred stock  and  the  common  stock  and  bonds  of  the  Steel  Company 
to  be  issued  and  delivered  under  said  proposed  contracts;  and,  also, 
they  shall  have  full  power  and  authority,  from  time  to  time  to  enter 
into  any  agreements  with  the  Steel  Company  modifying  the  said  pro- 
posed contracts  as  they  may  deem  expedient.  Any  and  all  contracts 
with  the  Steel  Company  made  by  J.  P.  Morgan  &  Co.  in  behalf  of 
the  Syndicate  shall  be  open  to  inspection  by  any  Subscriber  at  the 
office  of  J.  P.  Morgan  &  Co. 

Thirteenth.  J.  P.  Morgan  &  Co.  shall  be  the  sole  and  final  judges 
as  to  whether  at  any  time  it  is  to  the  interest  of  the  Syndicate  to 
proceed  further  under  this  agreement  or  under  said  jDroposed  con- 
tracts; and  whenever  they  may  deem  expedient,  they  may  abandon 
the  objects  contemplated  in  this  agreement  and  said  proposed  con- 
tracts and  all  further  proceedings  thereunder.  In  such  event  all  the 
stocks  and  other  assets  by  them  acquired  hereunder  and  then  held  for 
account  of  the  Syndicate,  and  the  proceeds  of  such  stocks  and  other 
assets  shall  remain  charged  with  the  payment  of  all  expenses  and 
liabilities  by  them  incurred  hereunder  and  shall  be  applied : 

First,  to  the  payment  of  any  and  all  expenses  and  obligations  in- 
curred by  J.  P.  Morgan  &  Co.  under  any  provision  of  this  agreement ; 

Secondly,  in  repayment  to  the  Subscribers  (so  far  as  the  same  may 
be  sufficient  for  that  purpose)  of  all  sums  by  them  respectively  paid 
to  J.  P.  Morgan  &  Co.  pursuant  to  Article  Second;  such  repayment 
to  be  made  to  the  Subscribers  ratably. 

From  time  to  time  J.  P.  Morgan  &  Co.  may  sell  or  othenvise  dis- 
pose of  such  stocks  and  other  assets  at  such  prices  and  on  such  tenns 
as  to  credit  or  otherwise  as  they  may  deem  expedient;  or  they  may 
distribute  the  same  to  Subscribers  ratably. 

Fourteenth.  The  enumeration  of  specific  powers  in  this  agreement 
shall  not  be  construed  as  in  any  way  limiting  any  general  power  in- 
tended to  be  conferred  upon  or  to  be  reserved  to  J.  P.  Morgan  &  Co. ; 
it  being  intended  to  reserve  to  them,  and  hereby  there  are  expressly 
conferred  on  them,  in  addition  to  the  general  and  specific  powers 
recited  herein,  all  other  general  and  specific  powers  which  from  time 
to  time  they  may  deem  necessary  in  order  fully  and  effectively  to 
carry  out  what  they  may  deem  to  be  the  purposes  of  this  agreement, 
and  of  this  Syndicate,  whether  or  not  such  purposes  be  herein 
expressed. 

J.  P.  Morgan  &  Co.  in  their  discretion  may  submit  to  the  Sub- 
■  scribers  any  proposed  change  or  modification  of  this  agreement,  and, 
when  assented  to  in  writing  by  a  majority  in  interest  of  the  Sub- 
scribers, any  change  or  modification  so  submitted  by  J.  P.  Morgan 
&  Co.  shall  become  a  part  of  this  agreement  and  shall  be  binding  upon 
all  the  Subscribers  and  those  claiming  under  them. 

Fifteenth.  J.  P.  Morgan  &  Co.  shall  not  be  liable  for  any  error  of 
judgment  or  for  any  mistake  of  law  or  of  fact;  nor  shall  they  be 
liable  for  any  act  or  omission  while  endeavoring  in  good  faith  to 
carry  out  the  purposes  hereof  according  to  their  judgment.  No  obli- 
gation or  liability,  in  addition  to  those  herein  expressed,  shall  be 
implied  against  J.  P.  Morgan  &  Co. 
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In  no  event  shall  J.  P.  jMorgan  &  Co.  be  responsible  for  the  repay- 
ment to  the  Subscribers  of  the  sums  1)y  them  paid  under  Article 
Second  hereof;  but  such  sums  shall  be  repayable  only  as  herein  pro- 
vided, out  of  any  stocks  or  other  assets  ajoplicable  to  such  payment 
under  the  provisions  of  this  agreement. 

Sixteenth.  J.  P.  Morgan  &  Co.  may  become  Subscribers  hereto. 
As  such  Subscribers  they  shall  be  liable  for  any  subscriptions  made 
by  them,  and  shall  be  entitled  in  all  respects  to  the  same  rights  and 
benefits  as  other  Subscribers. 

J.  P.  Morgan  &  Co.  may  sell  any  stocks  or  other  assets  by  tlieni  held 
hereunder  to  any  other  Subscriber;  and  any  such  other  Subscriber 
may  make  a-ny  purchase  from  J.  P.  Morgan  &  Co. 

From  time  to  time  J.  P.  Morgan  &  Co.  may  offer,  on  such  terms  as 
they  may  deem  expedient,  to  sell  any  such  stocks  or  other  assets  to  the 
Subscribers  severally  and  ratably  in  amounts  propoi'tionate  to  their 
respective  syndicate  subscriptions;  and  in  any  such  offering  they  may 
provide  for  the  disposition  of  any  untaken  stocks  or  other  assets  in 
such  way  as  they  may  deem  expedient.  Upon  any  offering  J.  P. 
Morgan  &  Co.,  as  syndicate  Subscribers,  shall  be  entitled,  the  same 
as  other  Subscribers  to  the  benefits  of  such  offering  and  to  purchase 
their  ratable  amount  of  the  stocks  or  other  assets  so  offered  and  to 
hold  the  same  without  further  accountability. 

Seventeenth.  J.  P.  Morgan  &  Co.  may  receive  and  may  hold,  or 
may  cause  to  be  received  and  to  be  held  by  any  depositaries  or  cus- 
todians, the  certificates  for  any  stocks  or  any  bonds  of  the  Steel  Com- 
pany, and  any  bonds  of  the  Carnegie  Company  and  the  certificates 
for  any  stocks  of  all  or  of  any  of  the  other  companies  hereinabove 
referred  to,  and  they  shall  not  he  responsible  for  any  act  or  any  omis- 
sion of  any  such  depositary  or  custodian.  They  shall  have  absolute 
control  over  the  disposition  of  all  such  stocks  and  bonds  held  by  them, 
or  by  any  such  depositary  or  custodian,  and  they  may  cause  the  same 
to  be  transferred  to  themselves,  or,  as  they  may  deem  expedient,  to  any 
person  or  persons,  or  corporation  or  corporations.  While  so  held 
by  them,  or  under  their  control,  J.  P.  Morgan  &  Co.  shall  have  the 
exclusive  right,  and  hereby  plenary  and  discretionary  power  is  con- 
ferred upon  them,  to  vote  upon  such  stocks,  or  to  cause  the  same  to 
be  voted  by  their  nominees,  or  by  any  proxies  appointed  or  selected  by 
them,  at  all  meetings  of  stockholders  for  the  election  of  directors 
of  any  such  company,  and  for  any  and  all  other  purposes  whatsoever. 

Eighteenth.  This  agreement  shall  bind,  and  is  for  the  benefit  of, 
the  parties  hereto,  and  their  respective  executors  and  administrators ; 
but  no  assignment  hereunder  shall  be  valid  unless  assented  to  in 
writing  by  J.  P.  Morgan  &  Co. 

All  rights  and  powers  of  J.  P.  Morgan  &  Co.  hereunder  shall  vest 
in  said  firm  as  from  time  to  time  constituted,  without  further  act  or 
assignment. 

Nineteenth.  Nothing  herein  contained  shall  be  construed  as  creat- 
ing any  trust  or  obligation  whatsoever  in  favor  of  the  Steel  Com- 
pany, or  in  favor  of  any  stockholder  of  any  of  such  other  companies, 
or  in  favor  of  any  person  or  corporation  other  than  the  Subscribers, 
nor  any  obligation  in  fa\or  of  the  Subscribers,  excepting  only  as 
herein  is  expressly  provided. 

Twentieth.  Each  Subscriber  shall  set  opposite  his  subscription 
hereunder  an  address  to  which  notices,  calls  or  other  communications 
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may  be  sent,  and  any  notice,  call  or  other  communication  addressed 
to  any  Subscriber  at  the  address  so  given,  and  either  left  at  such  ad- 
dress or  mailed,  shall  be  deemed  actually  given  to  such  Subscriber, 
and  shall  be  sufficient  for  all  the  purposes  hereof.  If  any  Subscriber 
shall  fail  so  to  furnish  his  address  to  J.  P.  Morgan  &  Co.,  he  shall 
not  be  entitled  to  any  notice  of  calls,  or  oilers,  or  any  other  notice 
hereunder,  and  he  shall  be  deemed  to  assent  to  any  action  of  J.  P. 
Morgan  &  Co. 

In  witness  whereof,  the  parties  of  the  first  part  have  hereunto 
affixed  their  signatures,  and  the  parties  of  the  second  part  at  various 
dates  have  affixed  their  subscriptions  hereto,  it  being  understood  that 
for  convenience  this  agreement  may  be  subscribed  in  several  parts 
and  copies,  with  like  force  and  effect  as  if  all  the  subscriptions  were 
upon  one  part  or  copy  thereof. 


Name. 


Address. 


Amount  sub- 
scription in 
dollars. 


Exhibit  4. 

CIECULAR  LETTER  OE  MAUCH  2,  1901,  ADDRESSED  BY  J.  P. 
MORGAN  &  CO.  TO  STOCKHOLDERS  OF  VARIOUS  CONSTITUENT 
CONCERNS    OF    THE    UNITED    STATES    STEEL    CORPORATION. 


March  2,  1901. 
To  the  Stockliolders  of  Federal  Steel  Gompaiu/^  National  Steel  Com- 
pany, National  Tube  Company^  Ameriean  Steel  and  Wire  Coin- 
pany  of  New  Jersey,  Ameriean  Tin  Plate   Company,  American 
Steel  Hoop  Company,  American  Sheet  Steel  Company. 

The  United  States  Steel  Corporation  has  been  organized  under  the 
laws  of  the  State  of  New  Jersey,  with  power,  among  other  things, 
to  acquire  the  outstanding  preferred  stocks  and  common  stocks  of 
the  companies  above  named  and  the  outstanding  bonds  and  stock  of 
the  Carnegie  Company. 

A  Syndicate,  comprising  leading  financial  interests  throughout 
the  United  States  and  Europe,  of  which  the  undersigned  are  mana- 
gers, has  been  formed  by  subscribers  to  the  amount  of  $200,000,000 
(including  among  such  subscribers  the  undersigned  and  many  large 
stockholders  of  the  several  companies),  to  carry  out  the  arrange- 
ment hereinafter  stated  and  to  provide  the  sum  in  cash  and  the 
financial  support  required  for  that  purpose.  Such  Syndicate,  through 
the  undersigned,  has  made  a  contract  with  the  United  States  Steel 
Corporation,  under  which  the  latter  is  to  issue  and  deliver  its  pre- 
ferred stock  and  its  common  stock  and  its  five  per  cent  gold  bonds 
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in  consideration  for  stocks  of  the  above-named  companies  and  bonds 
and  stock  of  the  Carnegie  Company  and  the  sum  of  $25,000,000  in 
cash. 

The  Syndicate  has  already  arranged  for  tlie  acquisition  of  sub- 
stantially all  the  bonds  and  stock  of  the  Carnegie  Company,  includ- 
ing Mr.  Carnegie's  holdings.  The  bonds  of  the  United  States  Steel 
Corporation  are  to  be  used  only  to  acquire  bonds  and  CO  per  cent  of 
the  stock  of  the  Carnegie  Company. 

The  undersigned,  in  behalf  of  the  Syndicate,  and  on  the  terms  and 
conditions  hereinafter  stated,  offer  in  exchange  for  the  preferred 
stocks  and  common  stocks  of  the  companies  above  named,  respec- 
tively, certificates  for  preferred  stock  and  common  stock  of  the 
United  States  Steel  Corporation,  upon  the  basis  stated  in  the  follow- 
ing table,  viz : 

For  each  $100  par  value  of  stock  of  the  class  mentioned  below,  the 
amount  set  opposite  thereto  in  joreferred  stock  or  common  stock  of 
United  States  Steel  Corporation  at  par: 


Name  of  company  and  class 
of  stock. 

Amount   of    new 
stock  to  be  de- 
livered   in   par 
value. 

Name  of  company  and  class 
of  stock. 

Amount    of    new- 
stock  to  be   de- 
livered   in    par 
value. 

Preferred 
stock. 

Common 
stock. 

Preferred 
stock. 

Common 
stock. 

Federal  Steel  Co.: 

$110. 00 
4.00 

117.50 

American  Tin  Plate  Co.: 

8125.00 
20.00 

100.00 

$107.60 

$126.00 

American  Steel  and  Wire  Co. 
ofN.  jr.: 

American  Steel  Hoop  Co.: 

Preferred  stock 

Common  stock 

100  00 

Common  stock 

102.60 

American  Sheet  Steel  Co.: 

100.00 

National  Tube  Co.: 

125.00 
8.80 

125.00 

100. 00 

Common  stock 

125.00 

National  Steel  Co. : 

Common  stock 

125.00 

With  reference  to  the  last  four  companies  the  aggregate  amount 
of  stocks  so  to  be  offered  was  arranged  with  the  principal  stock- 
holders of  those  companies,  who  have  requested  the  distribution  of 
such  amount  among  the  four  companies  to  be  made  in  the  percentages 
above  stated. 

Proper  adjustment  will  be  made  in  respect  of  dividends  upon  all 
the  deposited  preferred  stocks,  so  that  the  registered  holders  of  re- 
ceipts for  such  preferred  stocks  will  receive  the  equivalent  of  divi- 
dends thereon,  at  the  rates  therein  provided,  from  the  last  dividend 
period  up  to  April  1,  1001,  from  which  date  dividends  on  the  pre- 
ferred stock  of  the  United  States  Steel  Corporation  are  to  begin  to 
accrue.  Deposited  common  stocks  must  carry  all  dividends  or  rights 
to  dividends  declared  or  payable  on  or  after  March  1,  1901,  and  no 
adjustment  or  allowance  will  be  made  in  respect  thereof. 

For  the  purpose  of  avoiding  the  necessity  of  interruption  in  the 
declaration  and  payment  of  dividends,  when  earned,  upon  the  com- 
mon stock,  concurrently  with  the  payment  of  dividends  upon  the 
preferred  stock,  there  has  been  inserted  in  the  charter  of  the  United 
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States  Steel  Corporation  a  provision  to  the  effect  that  whenever  all 
quarterly  dividends  accrued  upon  the  preferred  stock  for  previous 
quarters  shall  have  been  paid,  the  board  of  directors  may  declare 
dividends  on  the  common  stock  out  of  any  remaining  surplus  or  net 
profits. 

Statements  furnished  to  us  by  officers  of  the  several  companies 
above  named,  and  of  the  Carnegie  Company,  show  that  the  aggregate 
of  the  net  earnings  of  all  the  companies  for  the  calendar  year  1900  was 
amply  sufficient  to  pay  dividends  on  both  classes  of  the  new  stocks, 
besides  making  pro\-ision  for  sinking  funds  and  maintenance  of 
properties.  It  is  expected  that  by  the  consummation  of  the  proposed 
arrangement  the  necessity  of  large  deductions  heretofore  made  on 
account  of  expenditures  for  improvements  will  be  avoided,  the 
amount  of  earnings  applicable  to  dividends  will  be  substantially  in- 
creased and  greater  stability  of  investment  will  be  assured,  without 
necessarily  increasing  the  prices  of  manufactured  products. 

The  certificates  for  stocks  of  the  companies  above  named  must  be 
deposited  as  stated  lielow,  in  exchange  for  transferable  receipts 
issued  by  the  respective  depositaries,  for  which  ajsplication  will  be 
made  for  listing  on  the  New  York  Stock  Exchange.  The  deposited 
certificates  must  be  accompanied  by  suitable  assignments  and  powers 
of  attorney  in  blank,  duly  executed  and  having  attached  thereto  the 
projDer  war  revenue  stamjjs,  and  also,  if  required,  suitable  assign- 
ments or  transfers  of  all  dividends  or  rights  to  dividends  upon  de- 
posited common  stocks  declared  or  payable  on  or  after  March  1, 
1901.  Every  deposit  shall  be  upon  the  following  further  terms  and 
conditions : 

1.  The  undersigned,  acting  in  behalf  of  the  Syndicate,  shall  have 
full  control  over  the  deposited  certificates,  including  power  to  deliver 
the  same  under  said  contract  to  the  United  States  Steel  Corporation 
in  consideration  of  the  issue  of  preferred  stock  and  common  stock 
of  said  CoriJoration. 

2.  The  certificates  for  shares  of  the  United  States  Steel  Corpora- 
tion, deliverable  to  depositors,  shall  be  delivered  at  an  office  or  at 
offices  in  the  city  of  Xew  York  to  be  designated  by  the  undersigned 
by  advertisement  in  at  least  two  newspapers  in  the  city  of  New 
York.  Such  certificates  may  be  issued  in  the  names  of  the  respective 
holders  of  the  recei2)ts  entitled  thereto  or  may  be  issued  in  such 
other  names  as  tlie  undersigned  may  select,  in  which  event  they 
shall  be  indorsed  for  transfer  in  blank  at  the  time  of  delivery.  The 
undersigned  at  their  ojition  may  deliver  temporary  certificates  for 
such  shares  jDending  the  preparation  and  delivery  of  engraved 
certificates. 

3.  At  any  time  prior  to  the  de]30sit  hereunder  of  two-thirds  in 
amount  of  all  outstanding  shares  of  the  capital  stock  of  any  one  or 
more  of  the  above-named  companies  (which  two-thirds  in  each  in- 
stance shall  include  two-thirds  of  the  outstanding  preferred  stock 
of  such  company) ,  the  undersigned  in  their  discretion  may  withdraw 
the  offer  herein  made  to  depositors  of  shares  of  any  such  company 
of  whose  capital  stock  two-thirds  shall  not  have  "been  deposited; 
and,  in  such  case,  no  act  or  notice  of  withdrawal  shall  be  required 
other  than  advertisement  thereof  at  least  once  in  each  of  two  dailv 
newspapers  in  the  city  of  New  York.     Upon  any  such  withdrawn!. 
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the  deposited  shares  of  such  companjr  shall  be  returned  without 
charge,  upon  surrender  of  the  respective  receipts  issued  therefor. 
The  undersigned,  in  their  discretion,  may  consummate  the  proposed 
transaction  as  to  the  stocks  of  any  companies  herein  named,  irre- 
spective of  the  deposit  of  the  stocks  of  any  other  company  or  of  any 
withdrawal  as  to  any  other  company. 

4.  The  undersigned  are  authorized  to  proceed  with  the  proposed 
transaction  whenever  in  their  sole  judgment  a  sufficient  amount  of 
the  stocks  of  said  companies,  or  of  any  of  them,  shall  have  been 
deposited.  They  reserve  the  right,  at  any  time,  in  their  discretion, 
to  wholly  abandon  the  transaction  and  to  withdraw  their  oifer 
herein  contained,  as  to  all  the  depositors,  by  publication  of  notice 
of  such  withdrawal  in  two  daily  newspapers  in  the  city  of  Xew 
York;  and  in  that  event  all  the  deposited  shares  shall  be  returned 
without  charge  upon  surrender  of  the  respective  receipts  therefor. 
In  case  of  any  such  withdrawal  of  the  offer  hereunder  as  to  all  or 
to  any  depositors,  such  depositors  shall  have  no  claim  against  the 
undersigned,  and  shall  only  be  entitled  to  receive  their  deposited 
securities  upon  surrender  of  the  respective  receipts  therefor. 

5.  The  authorized  issue  of  capital  stock  of  the  United  States  Steel 
Corporation  presently  provided  for  in  said  contract  is  $850,000,000, 
of  which  one-half  is  to  be  seven  per  cent  cumulative  preferred  stock 
and  one-half  is  to  be  common  stock.  The  company  will  also  issue 
its  five  per  cent  gold  bonds  to  an  aggregate  amount  not  exceeding 
$304,000,000.  In  case  less  than  all  of  the  bonds  and  stock  of  the 
Carnegie  Company  or  less  than  all  of  the  stocks  of  the  other  com- 
panies above  referred  to  shall  be  acquired,  the  amounts  of  bonds  and 
stocks  to  be  issued  will  be  reduced  as  provided  in  said  contract. 

The  forms  of  the  new  bonds  and  of  the  indenture  securing  the 
same,  and  of  the  certificates  for  the  new  preferred  and  common 
shares,  and  the  entire  plan  of  organization  and  management  of  the 
United  States  Steel  Corporation,  shall  be  determined  by  J.  P.  Mor- 
gan &  Co.  Every  depositor  shall  accept  in  full  payment  and  ex- 
change for  his  deposited  stock  the  shares  of  the  capital  stock  of  the 
United  States  Steel  Corporation,  to  be  delivered  at  the  rates  above 
specified,  in  respect  of  the  stock  by  him  so  deposited ;  and  no  de- 
positor or  holder  of  any  receipt  issued  hereunder  shall  have  any 
interest  in  the  disposition  of  any  other  of  the  shares  of  stock,  or  of 
the  bonds  of  the  United  States  Steel  Corporation,  by  it  to  be  issued 
and  delivered  to  or  for  account  of  the  Syndicate  or  of  any  proceeds 
thereof.  .VU  shares  of  the  United  States  Steel  Corporation  deliver- 
able to  or  for  account  of  the  Syndicate,  which  shall  not  be  required 
for  the  acquisition  of  the  stock  of  the  Carnegie  Company  or  for 
delivery  to  depositors  under  the  terms  of  this  circular,  are  to  be 
retained  by  and  belong  to  the  Syndicate. 

6.  The  respective  depositaries  may  make  all  such  rules  as  shall  be 
approved  by  the  undersigned,  governing  the  transfer  and  registra- 
tion of  receipts  for  deposited  shares,  and  for  the  closing  of  the  trans- 
fer books  for  such  receipts  for  any  purpose.  The  undersigned  shall 
not  be  responsible  for  any  default  of  any  depositary. 

7.  Each  deposit  hereunder  shall  be  irrevocable,  and  shall  operate 
as  a  separate  and  independent  agreement,  and  as  a  transfer  of  the 
interest  of  the  depositors  to  the  undersigned  on  the  terms  hereof. 
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8.  Deposits  must  be  made  with  the  following  depositaries  re- 
spectively : 

Federal  Steel  preferred  stock  )  ,„..V,  i  Colonial  Trust  Co.,  N.  Y.,  or  with 

"     common  stock  \  ^"'^  1  Old  Colony  Trust  Co.,  Boston. 

National  Tube  preferred  stock  )      ,<  j  Morton  Trust  Co.,  N.  Y.,  or  with 

"  "    common  stock  )  j  Kidder,  Peabody  &  Co.,  Boston. 

American  Steel  &  Wire  preferred  stock  "        Standard  Trust  Co.,  N.  Y. 

"  "  "    common  stock  "        Guaranty  Trust  Co.,  N.  Y. 

National  Steel  preferred  stock  I     „  Central  Trust  Co. ,  N.  Y. 

"  common  stock  J 

American  Tin  Plate  preferred  stock  )      „        Mprcantilp  Trust  On     NY 

"    common  stock  \  Mercantile  ITust  Oo.,  JN.  i.   . 

American  Sheet  Steel  preferred  stock         1      ,,        „„  ^„    ,  -, „  „ „j.  n„    -nt  at- 

"    common  stock  f  Farmers' Loan  &  Trust  Co. ,  N.  Y. 

American  Steel  Hoop  preferred  stock         )      ,,        tct  v  u„  ,  .:<     n  rr „t  n„    tw  -v 

"common  stock  \  N.  Y.  Security  &  Trust  Co.,  N.  Y. 

Deposits  must  be  made  on  or  before  the  20th  day  of  March,  1901. 
After  that  date  no  deposit  will  be  received  except  in  the  discretion 
of  the  undersigned,  and  on  such  terms  as  the  undersigned  may 
prescribe. 

The  undersigned  reserve  the  right  in  their  discretion  to  tbeminai'e 
THE  PRn'iuiGE  OF  DEPOSIT  hereunder  at  an  earlier  date  upon  two 
days'  notice  to  be  given  by  publication  at  least  once  in  two  daily 
newspapers  in  New  York  City. 

It  is  proper  to  state  that  J.  P.  Morgan  &  Co.  are  to  receive  no 
compensation  for  their  services  as  syndicate  managers  beyond  a  share 
in  any  sum  which  ultimately  may  be  realized  by  the  Syndicate. 

J.  P.  Morgan  &  Co., 
Syndicate  Managers. 


Exhibit  5. 

SYNDICATE  AGREEMENT  OE  MAUCH  12,  1902,  BETWEEN  J.  P. 
MORGAN  &  CO.  AND  SYNDICATE  SUBSCRIBERS,  RELATIVE  TO 
CONVERSION  OP  A  PORTION  OE  THE  PREFERRED  STOCK  OP  THE 
UNITED  STATES  STEEl  CORPORATION  INTO   BONDS. 

An  agreement,  made  the  twelfth  day  of  March,  1902,  by  and  be- 
tween J.  P.  Morgan  &  Co.,  co-partners  as  bankers,  of  the  city  of  New 
York,  parties  of  the  first  part;  and  the  subscribers  hereto  (herein- 
after called  severally  the  "  Subscribers,"  and  collectively  the  "  Syndi- 
cate ") ,  severally  parties  of  the  second  part : 

Whereas,  the  United  States  Steel  Corporation  (hereinafter  called 
the  "  Steel  Company  ")  proposes  to  make  with  J.  P.  Morgan  &  Co. 
a  certain  contract  or  contracts  whereunder  in  behalf  and  account  of 
the  Steel  Company,  they  are  to  offer  to  all  of  the  preferred  stock- 
holders of  the  Steel  Company,  severally  and  ratably,  the  preferential 
opportunity  of  subscribing  for,  and  of  taking  at  par  the  "  ten-sixty 
year  "  five  per  cent  sinking  fund  gold  bonds  of  the  Steel  Company, 
in  even  amounts  approximately  equal  to  forty  per  cent  of  their  sev- 
eral holdings  of  preferred  stock,  such  subscriptions  to  be  payable  in 
such  preferred  stock  at  par,  provided  that  every  such  subscribing 
stockholder  at  the  time  of  such  original  subscription  payable  in  pre- 
ferred stock  shall  have  the  right  at  his  option  then  to  make  an  addi- 
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tional  subscription  payable  in  cash  for  such  bonds  to  an  amount  equal 
to  twenty-five  per  cent  of  his  stock  subscription;  such  bonds  to  be 
authorized  now  for  the  principal  sum  of  $250,000,000;  and, 

Whereas,  in  and  by  such  contracts  J.  P.  Morgan  &  Co.  are  to 
guaranty  to  the  Steel  Company  that  subscriptions  for  such  bonds 
will  be  made  for  the  aggregate  sum  of  at  least  $100,000,000,  payable 
in  preferred  stock  to  the  extent  of  four-fifths  of  said  sum,  and  in 
cash  for  the  remaining  one-fifth  thereof;  such  contracts  to  provide 
for  the  payment  pr  allowance  to  J.  P.  Morgan  &  Co.  of  a  commis- 
sion of  four  per  cent  upon  the  aggregate  par  amount  of  all  such 
bonds,  which  shall  be  sold  and  delivered  under  their  said  offer,  or 
to  them,  they  having  the  prior  right  to  take  all  of  such  bonds  which 
shall  be  offered  for  subscription,  and  which  shall  not  be  taken  by 
the  preferred  stockholders  under  such  offer ;  and. 

Whereas,  upon  the  terms  of  this  agreement,  and  for  the  purposes 
above  mentioned,  all  of  the  parties  hereto  now  desire  to  form  a  syndi- 
cate, to  provide  and  to  furnish  to  J.  P.  Morgan  &  Co.,  for  delivery 
to  the  Steel  Company  the  preferred  stock,  and  the  cash  required 
under  their  said  guaranty ;  and  to  receive  from  J.  P.  Morgan  &  Co. 
four-fifths  of  the  net  commissions  by  them  received  under  the  said 
contract  or  contracts  with  the  Steel  Company,  which  contracts  J.  P. 
Morgan  &  Co.  are  authorized  from  time  to  time  to  make,  modify 
and  perform,  as  in  the  exercise  of  their  unlimited  discretion  from 
time  to  time  they  shall  deem  expedient ;  now. 

Therefore,  in  consideration  of  the  premises,  and  of  the  mutual 
promises  herein  contained,  J.  P.  Morgan  &  Co.  and  the  syndicate 
mutually  have  agreed,  and  do  agree,  as  follows,  viz : 

First.  On  signing  this  agreement,  each  subscriber  has  delivered 
to  J.  P.  Morgan  &  Co.  certificates  for  preferred  stock  of  the  Steel 
Company  in  the  amount  indicated  in  his  stock  subscription  hereto, 
which  preferred  stock,  to  such  extent  as  may  be  required  to  meet 
the  requirements  of  their  said  guaranty,  is  to  be  delivered  to  the 
Steel  Company  at  par  in  exchange  for  the  ten-sixty  year  five  per 
cent  gold  bonds  of  the  Steel  Company  for  an  equal  amount  at  par, 
to  be  received  therefor  by  such  subscriber,  and  any  such  preferred 
stock  not  so  delivered  to  the  Steel  Company  is  to  be  returned  to  the 
subscribers  ratably  according  to  their  several  subscriptions. 

Second.  Each  subscriber  further  agrees  to  pay  to  J.  P.  Morgan 
&  Co.,  in  cash  the  sum  specified  in  his  cash  subscription  hereto,  for 
which  cash  J.  P.  Morgan  &  Co.  shall  receive  from  the  Steel  Company 
bonds  as  aforesaid  at  par  equal  to  the  amount  of  such  cash  payment 
by  such  subscriber. 

Third.  The  several  deliveries  and  vindertakings  of  the  several  sub- 
scribers under  this  agreement  shall  be  made  and  performed  by  the 
subscribers,  respectively,  when  and  as  requested  by  J.  P.  Morgan  & 
Co.,  and  without  reference  to  the  receipt  or  the  possession  by  J.  P. 
Morgan  &  Co.,  or  by  the  subscribers,  of  any  of  said  five  per  cent 
sinking  fund  gold  bonds  of  the  Steel  Company. 

Fourth.  The  several  subscribers  shall  be  called  upon  to  make  pay- 
ments of  cash  in  respect  of  their  several  subscriptions  only  ratably 
according  to  the  several  amounts  thereof;  but  each  subscriber  shall 
be  so  responsible  to  the  full  extent  of  his  several  undertaking  regard- 
less of  performance  or  non-performance  by  any  other  subscriber. 
In  the  same  proportion,  except  as  otherwise  above  provided,  each 
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subscriber  shall  be  entitled  to  share  in  the  benefits,  and  shall  bear 
any  loss,  resulting  to  the  syndicate  under  this  agreement.  Nothing 
herein  contained  shall  constitute  the  parties  hereto  partners,  or  shall 
render  any  one  of  the  subscribers  liable  to  contribute  more  than  his 
several  proportionate  amount  as  herein  provided. 

Fifth.  In  case  of  the  failure  of  any  subscriber  to  perform  any  of 
his  undertakings  hereunder  as  and  when  called  for  by  them,  J.  P. 
Morgan  &  Co.,  in  behalf  of  themselves  and  the  syndicate,  shall  have, 
and  at  their  sole  and  exclusive  option  they  may  exercise,  the  right 
to  exclude  such  subscriber  from  all  interest  in  the  syndicate;  and  in 
their  discretion,  without  any  proceedings  either  at  law  or  in  equity, 
they  may  dispose  of  such  subscriber's  participation  hereunder  or  of 
any  interest  or  right  of  such  subscriber  hereunder  or  under  any  of 
said  jDroposed  contracts;  but  nevertheless  such  subscriber  in  default 
shall  be  responsible  to  J.  P.  Morgan  &  Co.,  for  the  benefit  of  them- 
selves and  the  other  subscribers  hereto,  for  all  damages  caused  by 
any  failure  on  his  part.  At  any  public  sale  under  this  article  of 
any  interest  or  right  of  any  subscriber,  J.  P.  Morgan  &  Co.,  or  any 
party  thereto,  may  become  purchaser  for  their,  or  for  his  own, 
benefit,  without  accountability ;  but  notwithstanding  any  sale, 
whether  public  or  private,  the  defaulting  subscriber  shall  be  re- 
sponsible to  J.  P.  Morgan  &  Co.  and  to  the  syndicate  for  all  damage 
caused  by  any  such  failure  on  his  part. 

Sixth.  J.  P.  Morgan  &  Co.  shall  have  full  power,  in  their  discre- 
tion, from  time  to  time,  to  agree  with  the  Steel  Company  upon  the 
terms  and  provisions  of  any  contracts  such  as  are  above  referred  to; 
and,  also,  from  time  to  time,  to  enter  into  any  agreements  with  the 
Steel  Company  modifying  the  said  contracts  as  they  may  deem  ex- 
loedient.  They  may  deliver  to  the  Steel  Company  a  copy  of  this 
agreement,  having  annexed  thereto  a  list  of  the  sul)scribers ;  and 
thereupon  to  the  extent  of  their  several  subscriptions,  the  subscribers, 
severally  and  respectively,  but  not  jointly,  and  no  one  for  any  other, 
shall  become  responsible  for  the  performance  of  such  contracts  with 
the  Steel  Company  in  discharge  of  the  obligation  therevmder  of  J.  P. 
IMorgan  &  Co.  Any  and  all  contracts  with  the  Steel  Company  made 
by  J.  P.  Morgan  &  Co.  shall  be  open  to  inspection  bv  any  subscriber 
at  the  office  of  J.  P.  Morgan  &  Co. 

Seventh.  J.  P.  Morgan  &  Co.  shall  be  the  sole  and  final  judges  as 
to  whether  at  any  time  it  is  to  the  interest  of  the  syndicate  to  pro- 
ceed further  under  this  agreement  or  under  said  proposed  contracts; 
and,  whenever  they  may  deem  expedient,  they  may  abandon  the 
objects  contemplated  in  this  agreement  and  said  proposed  contracts 
and  all  further  proceedings  thereunder.  In  such  event  all  the  cash 
or  stock  and  bonds  by  them  received  and  then  held  for  account  of 
the  syndicate,  and  the  proceeds  of  such  stock  and  bonds  shall  remain 
charged  with  the  payment  of  all  expenses  and  liabilities  by  them 
incurred  hereunder  and  shall  be  ajjplied : 

First,  to  the  payment  of  any  and  all  expenses  and  obligations 
incurred  by  J.  P.  Morgan  &  Co.  under  any  provision  of  this  agree- 
ment; 

Secondly,  in  repayment  to  the  subscribers  (so  far  as  the  same 
may  be  sufficient  for  that  purpose)  of  all  amounts  of  preferred 
stoclv  or  of  cash  by  them  respectively  delivered  hereunder  to  J.  P. 
Morgan  &  Co.;  such  repayment  to  be  made  to  the  subscribers 
ratably. 
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Eighth.  J.  p.  Morgan  &  Co.  shall  be  sole  managers  of  the  syndi- 
cate, and  in  behalf  of  the  syndicate  they  may  make  any  and  all  ar- 
rangements, and  may  perform  any  and  all  acts,  even  though  not 
herein  provided  for,  in  their  opinion  necessary  or  expedient  to  carrj' 
out  the  purposes  of  this  agreement,  or  to  promote  or  to  protect  what 
they  deem  to  be  the  best  interests  of  the  syndicate. 

The  enumeration  of  specific  powers  in  this  or  in  any  other  article 
of  this  agreement  shall  not  be  construed  as  in  any  way  abridging  the 
general  powers  by  this  article  intended  to  be  conferred  upon  or 
reserved  to  J.  P.  Morgan  &  Co. 

Ninth.  From  time  to  time  before  October  1,  1903,  J.  P.  Morgan 
&  Co.,  in  behalf  of  the  syndicate,  may  make  sales  of  all  or  any  part 
of  the  bonds  received  by  them  for  account  of  the  syndicate.  Any 
such  sales  may  be  made  by  J.  P.  Morgan  &  Co.  either  publicly  or 
privately,  by  themselves,  or  in  such  manner  as  they  may  deem  proper, 
and  shall  be  upon  such  terms  and  for  such  price  or  prices  as  they  may 
deem  expedient.  Each  subscriber  hereby  assents,  to,  and  agrees  to  be 
bound  by,  any  such  action. 

No  subscriber  shall  be  entitled  to  receive  any  of  said  bonds  before 
October  1,  1903.  In  the  meantime,  in  their  discretion,  J.  P.  Morgan 
&  Co.,  either  themselves  may  retain  all  or  any  of  such  bonds,  or  they 
may  deliver  to  any  subscriber  his  proportionate  part  thereof,  upon  his 
agreement  to  hold  the  same  subject  to  sale  by  J.  P.  Morgan  &  Co. 
and  to  return  the  same  upon  call  of  J.  P.  Morgan  &  Co.,  at  any  time 
before  October  1,  1903. 

Should  any  subscriber  desire  to  withdraw  from  sale  the  portion  of 
bonds  to  which  he  may  be  entitled  hereunder,  J.  P.  Morgan  &  Co. 
in  their  discretion  may  deliver  to  any  subscriber  his  portion  of  such 
bonds,  upon  his  agreement  to  hold  the  same  for  himself  without  sale 
until  October  1,  1903,  or  until  the  complete  sale  by  J.  P.  Morgan  & 
Co.  at  an  earlier  date  of  all  bonds  held  by  or  for  the  syndicate. 

Tenth.  Until  October  1,  1903,  or  until  the  final  distribution  here- 
under, J.  P.  Morgan  &  Co.,  in  such  manner,  at  such  prices,  on  such 
terms,  and  in  such  amounts,  as  they  may  deem  expedient,  shall  have 
power,  for  account  of  the  syndicate,  to  make  purchases  of  the  five 
per  cent  gold  bonds  and  of  the  preferred  stock  of  the  Steel  Company, 
and  they  may  resell  any  such  bonds  and  stocks  which  they  may  have 
purchased ;  and,  in  their  discretion,  they  may  make  any  further 
undertakings  of  any  kind  with  any  persons  concerning  any  such 
bonds  and  stocks.  They  may  apply  towards  any  such  purchases  any 
sunis  realized  from  any  sales  of  bonds  and  stocks  of  the  Steel  Com- 
pany under  any  provision  of  this  agreement;  and  they  may  make 
advances,  or  may  procure  loans,  and  may  secure  the  same  to  such 
amounts  and  in  such  manner  as  from  time  to  time  they  may  deem 
expedient  for  any  of  the  purposes  of  this  agreement. 

Eleventh.  J.  P.  Morgan  &  Co.  shall  issue  to  the  subscribers  suit- 
able receipts  in  respect  of  payments  made  hereunder,  and  they  may 
issue  to  the  respective  subscribers  certificates  of  interest  of  such 
tenor  and  form  as  they  may  deem  suitable.  Such  certificates  of 
interest  and  all  rights  and  obligations  hereunder  of  the  respective 
subscribers  may  be  made  transferable  in  such  manner  and  on  such 
terms  and  conditions  as  J.  P.  Morgan  &  Co.  may  prescribe. 

Twelfth.  J.  P.  Morgan  &  Co.  shall  have  authority,  from  time  to 
time  and  at  any  time,  to  incur  such  expenses  as  they  may  deem  proper 
in  carrying  out,  or  in  endeavoring  to  carry  out,  this  agreement  or 
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said  proposed  contracts,  or  in  doing  any  act  or  thing  which  they  may 
deem  to  be  in  the  interest  of  the  syndicate,  and  all  such  expenses  shall 
constitute  and  be  a  prior  charge  in  their  favor  upon  any  and  all 
moneys,  stocks  and  bonds  by  them  received  or  held  hereunder.  Any 
and  all  moneys  by  them  received  hereunder  shall  be  held  by  them  as 
bankers  in  general  account.  They  also  shall  have  power  and  au- 
thority, in  their  sole  and  absolute  discretion,  finally  to  fix  and  to  pay 
all  compensations  of  depositaries,  brokers,  agents  and  counsel,  or 
others,  and  in  the  expense  account  may  be  included  brokers'  com- 
mission as  usually  paid. 

Thirteenth.  After  the  complete  performance  of  the  entire  obliga- 
tion of  the  syndicate  hereunder,  but  not  before  the  first  day  of 
October,  1903,  unless  otherwise  determined  by  J.  P.  Morgan  &  Co.  in 
the  exercise  of  their  unrestricted  discretion,  the  syndicate  shall  be 
entitled  to  receive  four-fifths  portion  of  the  net  commissions  received 
by  J.  P.  Morgan  &  Co.,  or  such  part  thereof  as  may  not  have  been 
used  by  J.  P.  Morgan  &  Co.  for  the  purposes  of  this  agreement,  out 
of  any  moneys  for  such  purpose  received  or  retained  by  J.  P. 
Morgan  &  Co.,  after  payment  of  all  expenses  and  obligations  incurred 
hereunder  by  J.  P.  Morgan  &  Co. 

Fourteenth.  J.  P.  Morgan  &  Co.  shall  not  be  liable  under  any  of  the 
provisions  of  this  agreement  nor  for  any  matter  therewith  connected, 
except  for  good  faith  in  performing,  or  in  refraining  from  perform- 
ing or  carrying  out,  the  obligations  by  them  herein  expressly  assumed ; 
the  implication  of  any  obligation  not  herein  expressly  assumed  by 
them  being  hereby  expressly  denied  and  waived. 

It  is  understood  that,  in  the  same  manner  as  other  subscribers,  J.  P. 
Morgan  &  Co.  may  become  subscribers  hereto;  that  as  such  sub- 
scribers they  shall  be  liable  for  all  subscriptions  by  them  made,  and 
that  in  all  respects  they  shall  be  entitled  to  the  same  rights  and 
benefits  as  any  other  subscriber.  Any  subscriber  hereto  may,  on  his 
own  account,  make  any  agreement  with  any  other  subscriber  or  with 
the  Steel  Company. 

Fifteenth.  This  agreement  shall  bind,  and  is  for  the  benefit  of,  the 
parties  hereto,  and  their  executors  and  administrators  severally  and 
respectively;  but  no  assignment  hereunder  shall  be  valid  unless 
assented  to  in  writing  by  J.  P.  Morgan  &  Co. 

All  rights  and  powers  x>t  J.  P.  Morgan  &  Co.  hereunder  shall  vest 
in  said  copaitnership  firm,  as  from  time  to  time  constituted,  without 
further  act  or  assignment. 

Sixteenth.  Nothing  herein  contained  shall  be  construed  as  creating 
any  trust  or  obligation  whatsoever  in  favor  of  any  person  or  corpora- 
tion other  than  the  subscribers,  nor  any  obligation  in  favor  of  the 
subscribers,  excepting  only  as  herein  is  expressly  provided. 

Seventeenth.  Each  subscriber  ¥hall  set  opposite  his  subscription 
hereunder  an  address,  to  which  notices,  calls  or  other  communications 
may  be  sent,  and  any  notice,  call  or  other  communication  addressed  to 
any  subscriber  at  the  address  so  given,  and  either  left  at  such  address 
or  mailed,  shall  be  deemed  actually  given  to  such  subscriber,  and  shall 
be  sufficient  for  all  the  purposes  hereof.  If  any  subscriber  shall  fail 
so  to  furnish  his  address  to  J.  P.  Morgan  &  Co.,  he  shall  not  be 
entitled  to  any  notice  of  calls,  or  offers,  or  any  other  notice  hereunder, 
and  he  shall  be  deemed  to  assent  to  any  action  of  J.  P.  Morgan  &  Co. 

Eighteenth.  In  consideration  of  the  irrevocable  rights  in  them 
vested  hereunder,  and  the  promises  of  the  several  subscribers.  J.  P. 
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Morgan  &  Co.  have  become  parties  to,  and  in  good  faith  will  endeavor 
to  consummate  the  purposes  of  this  agreement;  and,  after  receipt 
thereof  from  the  Steel  Company,  they  will,  as  herein  provided,  deliver 
to  the  syndicate  the  said  five  per  cent  gold  bonds  or  the  proceeds 
thereof,  and  the  said  cash  compensation. 

In  witness  whereof,  the  parties  of  the  first  part  have  hereunto 
afilsed  their  signatures,  and  the  parties  of  the  second  part  at  various 
dates  have  affixed  their  subscriptions  hereto,  it  being  understood  that 
for  convenience  this  agreement  may  be  subscribed  in  several  parts  and 
copies  with  like  force  and  effect  as  if  all  the  subscriptions  were  upon 
one  part  or  copy  thereof. 


Name. 

Address. 

Subscription  for  5  per  cent  gold 
bond?. 

Preferred  stoolc. 

Cash. 

Exhibit  6. 

PBO  FORMA  CONSOLIDATED  GENERAL  BALANCE  SHEET,  UNITED 
STATES  STEEL  CORPORATION  AND  SUBSIDIARY  COMPANIES, 
APRIL  1,  1901,  IN  COMPARISON  WITH  SIMILAR  BALANCE  SHEET 
AT  DECEMBER  31,   1910. 

ASSETS. 


Property  account: 

Cost  of  property  of  all  companies  at  dates 
acquired  by  United  States  Steel  Corpora- 
tion Apr.  1, 1901,  in  case  of  11  subsidiary 
companies,  and  Aug.  1,  1901,  in  case  of 

Shelby  Steel  Tube  Co 

Sundry  adjustments  applying  against  pre- 
ceding year's  balances  of  property  account . 
Expended  for  additional  property  and  con- 
struction since  Apr.  !_,  1901 

Additions  to  property  mvestment  account, 
through  purchase  of — 

Union  Steel  properties 

Clairton  Steel  properties 

Tennessee  Coal,  Iron  and  Railroad  prop- 
erties   


Less,  charged  off  as  follows — 

To  sinking  and  depreciation  funds. . . 
To  extraordinary  replacement  funds. 
To  undivided  surplus 


Balance  of  property  account,  subject  to 
offsetting  balance  to  credit  of  deprecia- 
tion and  replacement  funds,  see  contra . 
Balance  of  investment  in  mine  stripping 
and  development,  etc 


Total  property  investment  account,  sub- 
ject to  depreciation  reserves  as  above 
stated 


Apr.  1, 1901. 


$1,297,400,000.02 


1,297,400,000.02 


Dec.  31, 1910. 


81,297,400,000.02 

3,063,594.00 

339,348,676.71 

30,280,632.07 
10,759,560.42 

48,961,208.83 


1,729,813,672.05 


1,297,400,000.02 
1,417,984.33 


1,298,817,984.35 


39,706,567.88 

1,632,011.99 

163, 694, 423. 16 


205,033,003.03 


1,524,780,669.02 
23,103,712.21 


1,547,884,381.23 


Increases.i 


$3,063,594.00 
339,348,676.71 


30,280,632.07 
10,759,560.42 

48,961,208.83 


432,413,672.03 


39,706,567.88 

1,632,011.99 

163,694,423.16 


205,033,003.03 


227,380,669.00 
21,685,727.88 


249,066,396.88 
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Pko  Fokma  Consolidated  General  Balance  Sheet,  United  States  Steel  Cor- 
poration AND  Subsidiary  Companies,  April  1,  1901,  in  Comparison  with 
Similar  Balance  Sheet  at  December  31,  1910— Continued. 


ASSETS— Continued. 


Apr.  1, 1901. 

Dec.  31,  1910. 

Increase.! 

Deferred  charges  to  operations^ 

Advanced    mining    royalties,  exploration 

expenses  and  miscellaneous  charges 

Less  fund  reserved  from  surplus  to  cover 

S2, 088, 027. 09 

815,331,704.91 
7,000,000.00 

113,243,677.82 
7,000,000.00 

2,088,027.09 

8,331,704.91 

6,243,677.82 

Investments : 

Outside  real  estate  and  investments  in  sun- 
dry securities,  including  real  estate  mort- 
gages, and  land  sales  contracts 

241,030.19 

2,369,394.04 

2,128,363.85 

Sinking  and  reserve  fund  assets: 

Cash  resources  held  by  trustees  of  bond  sink- 

238.99 

856,519.00 
3,296,464.79 

11,915,921.45 

856, 280. 01 

3,298,464.79 
11,916,921.46 

Insurance  and  depreciation  funds'  assets 
(net) 

238.99. 

16,067,905.24 

16,067,666.26 

Current  assets: 

71,852,438.59 

\  '       50,910,860.78 

3,280,190.41 
10,168.823.84 
50,153,066.01 

176.537,823.71 

/          44,603.273.63 

\                696,833.76 

6,640,180.77 

4,410,793.61 

55,963,614.16 

104,686,386.12 
}      e, 610,759.49 

Agents'  balances      -                 

2,2.59,990.36 

S,7S8,0S0.BS 

800,448,15 

Sundry  marketable  bonds  and  stocks 

Cash,      .                        

192,365.379.63 

288,742,419.54 

96,377,0,39.91 

1,493,612,660.26 

1, 863, 395, 804. 96 

369,883,144.71 

LIABILITIES. 


Capital  stock  of  United  States  Steel  Corporation: 
Common 

$508,227,393,70 
510,205,743,40 

$508,302,500.00 
360,281,100.00 

S75  106  30 

Preferred 

U9,9Bi6iS.40 

1,018,433,137.10 

868,683,600.00 

149,849,187.10 

Capital   stock    of   subsidiary   companies    not 
owned  by  United  States  Steel  Corporation 

635,407,00 

620,352,60 

84,946.60 

Bonded  and  debenture  debt  (not  Including 
bonds  held  by  sinlving-fund  trustees): 
United   States   Steel  Corporation  50-year 
bonds 

303,450,000,00 

274,412,000,00 

190,777,600,00 
131,162,360,70 

B9  038  000  00 

United  States  Steel  Corporation  10-60-year 
bonds 

190, 777, 600, 00 

Subsidiary  companies'  bonds 

59,091,667.42 

72,070,709.28 

362,641,657.42 

596,351,866,70 

233,810,209,28 

Mortgages  and  purchase-money  obligations: 

Mortgages  (^sundry  real  estate) 

Purchase-money  obligations. 

4,109,400.41 
17,762,622.19 

784,792,38 
2,313,000,00 

S,SS4.6080S 

IS, 449,  ess. 19 

21,872,022,60 

3,097,792.38 

18,774,1.10.12 

Current  liabilities: 

Current  accounts  payable  and  pay  rolls 

1         27,466,679,68 
17,134,803,02 

7,622,490,23 
3,064,929,23 

2,852,388,30 

f          23,696.264,04 

\            6,789,827.16 

81.3,600.00 

886, 122. 16 
7,991,373.16 

\  3,018,411.52 
ie,S21,S0S.0S 

e,7se,S6s.07 

4,926,443,92 
«,S58,S8S.S0 

Bills  and  loans  payable 

Special  deposits  on  loans  due  employees  and 

Accrued  interest  and  impresented  coupons.. 
Unpaid  accrued  dividends  of  subsidiary 

United  States  Steel  Corporation  dividends 

12,668,700.50 

68,141,290.46 

62,834,787.01 

e,S06.S0S.4S 

Total  capital  and  current  liabilities . . . 

1,461,623,614.68 

1,521,488,398.69 

59,964,884.01 
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Peo  Foejia  Consolidated  General  Balance  Sheet,  United  States  Steel  Cor- 
poeation  and  subsidiary  companies,  april  1,  1901,  in  comparison  with 
Similar  Balance  Sheet  at  December  31,  1910 — Continued. 

LIABILITIES— Continued. 


Apr.  1, 1901. 

Dec.  31,  1910. 

Increase.i 

Sundry  reserve  funds: 

Contingent    and   miscellaneous    operating 

$2,428,084.62 

450.8S2.42 

JU,  689, 728. 70 
8.402,999.21 

.59.261,644.08 

Insurance  lunds 

7,052,116.79 

2,878,967.04 

20,092,727.91 

17,213,760.87 

Bond  sinking,  depreciation  and  replacement 
funds  (represents  a  balance  of  reserves  made 
from  earnings  and  income  to  cover  accruing; 
amortization  and  depreciation  in  respect  of 
assets  covered    in  property-investment  ac- 

4, 110, 178. 63 

nl7,671,620.47 
40,000,000.00 

113,661,341.84 
40, 000, 000. 00 

Appropriatcd  surplus  to  cover  capital  expendi- 

Undivided  surplus  of  United  States  Steel  Cor- 
poration and  subsidiary  companies: 
Capital  surplus  provided  in  organization 

25,000,000.00 

25,000,000.00 

105,438,718.67 
33,704,439.32 

Balance  of  surplus  accumulated  by  all  com- 
panies since  Apr.  1, 1901,  viz — 
Total  exclusive  of  I.  C.  P.  In  inventories 

105,438,718.67 

33,704,439.32 

25,000,000.00 

164,143,167.99 

139,143,157.99 

Grand  total 

1,493,512,660.25 

1,863,396,804.96 

369,883,144.71 

1  Decreases  in  italics. 

'  In  the  balance  shept  of  December  31,  1910,  as  published  in  the  annual  report  of  the  Corporation,  this 
amount  has  been  written  ofT  the  property  accoimt,  which  reduces  the  totals  of  the  asset  and  liability  sides 
of  the  balance  sheet  a  correiponding  amount. 


Exhibit  7. 


ISSUED  CAPITAL  STOCK  OF  THE  CONSTITUENT  COMPANIES  OP  THE 
UNITED  STATES  STEEL  CORPORATION,  AMOUNT  OWNED  BY  THE 
SAID  CORPORATION,  THE  ISSUED  CAPITAL  "STOCK  OF  THE  SUB- 
SIDIARIES OF  SAID  CONSTITUENT  COMPANIES  AND  PERCENT- 
AGE THEREOF  OWNED  BY  THE  LATTER,  JULY  1,  1911. 

XoTE. — ^The  following  schedule  does  not  show  all  the  properties  of 
the  Steel  Corporation,  but  instead  shows,  first,  the  constituent  com- 
panies Avhose  stocks  are  directly  owned  by  the  Steel  Corporation ;  and, 
second,  the  subsidiary  companies  of  these  constituent  concerns  with, 
in  some  instances,  the  subsidiaries  of  such  subsidiaries. 

Most  of  the  constituent  companies  own  property  in  fee  as  well  as 
own  stocks  in  other  companies.  Thus,  the  Carnegie  Steel  Company 
of  Xev\-  Jersey  owns  in  fee  all  the  property  previously  owned  by  the 
Xational  Steel  Company  and  the  American  Steel  Hoop  Company, 
Avhile,  as  indicated  below,  a  large  part  of  the  property  of  some  of 
the  other  concerns  is  held  in  fee.  The  Federal  Steel  Company,  how- 
ever, is  exclusiveh^  a  holding  concern. 

The  indebtedness  of  the  various  companies  is  not  shown  in  this 
table.  A  large  amount  of  such  indebtedness  is  owned  within  the 
organization,  and  therefore  is  of  no  special  interest. 
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UNITED   STATES  STEEL   COEPOEATION    (nEW   JERSEY). 

Capital  stock  outstanding:  Common,  $508,302,500;  preferred, 
$360,281,100. 

The  "  constituent "  companies  whose  capital  stocks  are  directly- 
owned  by  the  United  States  Steel  Corporation,  together  with  the  capi- 
tal stocks  of  those  companies,  on  the  above  date  Avere  as  follows:  ^ 


Total  capital 
stock  issued 
and  out- 
standing. 


Amount  not 

owned  by 

U.  S.  Steel 

Corp'n. 


Amount  owned 

by  U.  S.  Steel 

Corp'n. 


Carnegie  Steel  Co 

Federal  Steel  Co.: 

Common 

Preferred 

American  Steel  &  Wire  Co.: 

Common 

Preferred 

National  Tube  Co.: 

Common 

Preferred 

American  Sheet  &  Tin  Plate  Co.; 

Common 

Preferred 

American  Bridge  Co 

Sbelby  Steel  Tube  Co.: 

Common 

Preferred 

Lake  Superior  Consolidated  Iron  Mines 

Union  Steel  Co 

Clairton  Steel  Co 

Tennessee  Coal,  Iron  &  R.  R.  Co.: 

Common 

Preferred 

Guaranteed  preferred 


865,250,000.00 

4(1,484,300.00 
53,260,900.00 

50,000,000.00 
40,000,000.00 

40,000,000.00 
40,000,000.00 

24,500,000.00 
24,500,000.00 
10,000,000.00 

8,151,500.00 
5,000,000.00 
29,887,448.97 
20,000,000.00 
3,500,000.00 

32,629,997.50 
124,500.00 
173, 600.  00 


510,600.00 
1,000.00 


400.00 
400.00 


87,202.60 
124,600.00 
178, 600. 00 


$65,250,000.00 

46,484,300.00 
53,260,900.00 

49,989,400.00 
39,999,000.00 

40,000,000.00 
40,000,000.00 

24,499,600.00 
24,499,600.00 
10,000,000.00 

8,151,500.00 
5,000,000.00 
29,887,448.97 
20,000,000.00 
3,500,000.00 

32,442,795.00 


CARNEOIE    STEEL    COJEPANY     (nEW    JERSEY). 

Capital  Stock,  $65,250,000.  All  owned  by  United  States  Steel 
Corporation. 

In  addition  to  the  amount  of  capital  stock  as  above,  the  Carnegie 
Steel  Company  has  a  capital  surplus  account  of  $189,000,000  arising 
as  follows:  In  1903  a  consolidation  or  merger  was  made  of  the  Car- 
negie Company,  National  Steel  Company,  and  American  Steel  Hoop 
Company.  The  aggregate  amount  of  capital  stocks  of  these  three 
companies  before  the  merger  was  $252,000,000.  The  stock  of  the 
merged  or  consolidated  company  was  fixed  at  25  per  cent  of  the  total 
of  the  old  companies'  stocks,  or  $63,000,000  (since  increased  to  $65,- 
250,000) ,  thus  giving  to  the  consolidated  company  a  capital  surplus 
of  $189,000,000. 

The  Carnegie  Steel  Company  of  Xew  Jersey,  aside  from  owning 
in  fee  all  the  manufacturing  properties  formerly  owned  by  the 
National  Steel  Company  and  the  American  Steel  Hoop  Company, 
also  controls  the  following  companies  throuoh  ownership  of  their 
capital  stocks,  the  total  capital  stock  of  said  companies  being  as 
stated  below : 


1  See  noli.  1,  page  414. 
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Subsidiaries. 1 

Amount  of 
capital 
stock. 

Per  cent 
ow-ned  by 

parent 
company. 

Subsidiaries.! 

Amount  of 
capital 
stock. 

Per  cent 
owned  by 

parent 
company. 

3.  CarnegieSteelCo. (Pa.) 

3.  Carnegie  Natural  Gas 

Co                    

560,000,000 

300,000 
2,000,000 

10,000 

60,000 

10,000 

100,000 

400,000 
1,50,000 
850,000 
500,000 

600,000 

10,000,000 

2,000,000 

10,000 

10,000 

1,000 

675,000 
60,000 

60,000 
3,000 

60,000 

10,008 

6,000 

1,000 

600,000 

200, 000 

20,000,000 

7, 880, 000 

1,200,000 

160, 000 

100 

100 
100. 

100 

100 

100 

100 

100 
100 
100 
100 

100 

65 

38 
100 
100 

100 

62 
100 

51 

67 

75 

76 

100 
100 

66} 

60 

74+ 

97+ 
100 

100 

Su 
fo 

3. 
4. 

2. 

2. 

2. 
2. 

hsidiary  companies  of 
rcffoiT^i/— Continued. 

01  H.  C.  Frick  Coke 
Co.: 
Standard  Water  Co. 
Sewickley     Water 

$10,000 

50,000 

1,500,000 

2,100,000 
450,000 

100,000 

30, 700 

30,000 

22,100 

22,900 

36, 200 

50,000 

5,700 

50,000 

17, 400 

6,000,000 

50, 000 

60,000 

4.S.  300 

60,000 

60,000 

50,000 

3.  Union  R.  R.  Co 

3.  Slackwater  Connecting 
R.  R.  Co 

100 

3.  Etna  &  Montrose  R.  R. 
Co 

100 

4.  Sliaron   Conn  acting 
R.  R.  Co  

Hostetter-Connells- 

villeCokeCo 

Of  Oliver  Iron  Mining 
Co.: 
Lake  Superior  Iron 
Co..... 

87 

3.  Pittsburg  &  Conneaut 
Dock  Co 

3.  Yougliiogheny  North- 
ern R.  R.  Co 

75 

3.  Mt.  Pleasant  Water  Co. 

3.  Trotter  Water  Co 

3.  Union  Supply  Co 

3.  Bessemer  &  Lake  Erie 
R.  R.  Co 

Regent  Iron  Co 

Security   Land   & 

Exploration  Co . . 
Braddock    Iron 

Mining  Co 

Homestead    Iron 

Mining  Co 

Duquesne    Iron 

Mining  Co 

Allegheny    Iron 

Mining  Co 

Hope  Iron  Mining 

75 
100 
100 

2.  Pittsburg,  Bessemer  & 
Lake  Erie  R.  R.  Co.: 
Common 

IJO 

100 

3.  Carnegie  Land  Co 

3.  Conneaut  Land  Co 

3.  Conneaut    &    Eastern 
R.  R.  Co 

100 
100 

2,. 3.  Pennsylvania  &  Lake 
Erie  Dock  Co 

Neville  Iron  Min- 
ing Co 

100 

2.  Columbus  Stone  Co 

2.  Mahoning    Limestone 
Co        --  . 

Monongahela  Iron 
Mining  Co 

Lorain  Iron  Mining 
Co     

100 

100 

3.  Pittsburg     Limestone 
Co.  (Ltd.)       

Agawam  Iron  Min- 

100 

3.  Peoples    Supply     Co. 
(Ltd.) 

Great    Western 
Mining  Co  ....-■- . 

Ambridge    Iron 
Mining  Co 

Morewood    Iron 
Mining  Co 

Pencoyd  Iron  Min- 

100 

4.  Bessemer    Electric 
Power  Co 

100 

3.  Mingo  Coal  Co 

3.  National  Mining  Co. . . . 

100 

2, 6.  H.  C.  Frick  Coke  Co 

100 

1.3.  Pittsburgh  S.  S.  Co.... 
3.  Oliver  Iron  Mining  Co. 

Subsidiary  companies  of 
foregoing. 

Munhall  Iron  Min- 
ing Co 

100 

Monessen  Iron  Min- 

100 

Somerset  Iron  Min- 
ing Co 

100 

or  Union  R.  R.  Co.: 
3.         Monongahela 
Southern  R.  R. 
Co 

I  Tbe  numbers  refer  to  notes  nt  the  end  of  this  exhibit  (p.  414). 
4525"— 11 'l^i 
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FEDERAL    STEEL    COMPANT    (nEW    JEESEY). 


Capital  stock:  Common,  $46,484,300;  preferred,  $53,260,900.  En- 
tire amount  is  owned  by  United  States  Steel  Corporation. 

Tlie  Federal  Steel  Company  owns  no  property  in  fee.  It  controls 
the  following-  comjDanies  through  ownership  of  their  capital  stocks. 
The  total  capita]  stocks  of  said  companies  are  as  stated  below. 


Subsidiaries.^ 

Amount  of 

-  capital 

stock. 

Per  cent 
owned  by 

parent 
company. 

Subsidiaries.! 

Amount  of 
capital 
stock. 

Per  cent 
owned  by 

parent 
company. 

2'.  Minnesota  Iron  Co 

2.  Illinois  Steel  Co 

2,  i.  Elgin,  Joliet  &  Eastern 
Ry.Co 

SIC, 500, 000 
18,fi50,e00 

10,000,000 

f),  000, 000 
3,000,000 
3, 000, 000 

2,000,000 

'*     91,600 

14,000 

20,000,000 

10,000 

700,000 

100 
100 

60 

100 
100 
100 

100 

100 
100 
100 
100 

100 

3+ 
100 
100 
100 

100 

100 
85 

51 
100 
100 
100 
300 
100 
.     100 
100 
100 
100 
100 

S 

f 

3. 
3. 
3. 
3. 
3. 
3. 

3. 

4. 
4. 
2. 

4. 
3. 

4. 

3. 

3. 
3. 
3. 
3. 

4. 

4. 

uhsidiary  companies  of 
negoing — Continued. 

Of  Minnesota  Iron  Co. — 
Continued. 

Fayal  Iron  Co 

Genoa  Iron  Co 

Hugo  Iron  Co 

Manila  Iron  Co 

Norman  Iron  Co .. . 
Northern  Develop- 
ment Co, . 

$45,450 

9,000 

60,000 

32,000 

50,000 

100,000 

3,000,000 

1,000,000 
2,000,000 

2.  The  National  Tube  Co. 
(of  Ohio): 

100 
100 

3.  The  Lorain  Steel  Co.... 
3.  The  Lake  Terminal  R. 
E.  Co 

100 
100 

3.  Johnstown    &    Stony 

100 

Creek  E.  E.  Co .. 

3.  InglesideCoalCo.(Ltd.) 

4.  Indiana  Steel  Co 

4.  Gary  Land  Co 

Duluth  &  Iron 
Eange  E.  E.  Co.- 
Of  Illinois  Steel  Co.: 

Universal  Portland 
Cement  Co 

United  States  Cpal 
&  Coke  Co 

H.  C.  Frick  Coke 
Co.  (for  capitali- 
zation   see   Car- 
negie Steel  Co.).. 

100 

4.  Connellsville  &  Monon- 
gahela  Ry.  Co 

2.  H.  C.  Frick  Coke  Co. 
(for  capitalization  see 

100 
100 

4.  Bunsen  Coal  Co 

4.  U.  S.  Steel  Products  Co. 

10,000 
1,000,000 
1,000,000 

50,000 

06,000 
20,000 

80,000 

1,000,000 

500,000 

SOO 

400,000 

500 

57,000 

60,000 

27,000 

8,000 

100,000 

10-1- 

4.  Minnesota  Steel  Co 

4.  Interstate  Transfer  E  v. 
Co 

United  Supply  Co. . 

Cundy  Iron  Co 

Illinois  Steel  Ware- 

166,666 

50,000 
100,000 

9,000,000 
100,000 
100,000 
100,000 

100,000 

100,000 

£25,003 

100 
100 

4.  Spirit   Lake    Transfer 

100 

Chic  a  g  0  ,  Lake 
Shore  &  Eastern 
Ey.  Co 

4.  Piloto  Minmg  Co 

100 

Subsidiary  companies  of 
foregoing. 

Of  Minnesota  Iron  Co.; 
2.         Chandler  Iron  Co.. - 
2.         Chapin  Mining  Co.. 

Joliet  &  Blue  Is- 
land Ev.  Co 

Chicago  &  So.  East- 
ern Ry.Co 

Chicago  &  Kenosha 
Ry.Co    .. 

100 
100 
100 

2.  WlnthropIronCo.. 

3.  Alpha  Ore  Co 

3.         Auburn  Iron  Co... 

Milwaukee,    Bay 
View  &  Chicago 
E.  E.  Co    . 

100 

3.         Beta  Ore  Co 

3.         Bishop  Iron  Co 

3.         Canton  Iron  Co 

3.         Chippewa  Iron  Co.. 
3.         Delaware  Iron  Co.. 
3.         Elba  Iron  Co 

Of    Gary    Land    Co.: 
Gary  Heat,  Light 

&  Water  Co 

Of  U.  S.  Steel  Prod- 
ucts Co.: 
Isthmian  S.  S.  Co.. 

100 
100 

1  The  numbers  refer  to  notes  at  the  end  of  this  exhibit  (p.  414). 
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AMERICAN    STEEL   AXD   WIRE    COJirANY   OF    NEW    JERSEY. 

Capital  stock:  Common,  $50,000,000;  preferred,  $40,000,000.  All 
but  106  shares  common  and  10  shares  preferred  is  owned  by  the 
United  States  Steel  Corporation. 

A  very  large  part  of  the  property  of  the  American  Steel  and  Wire 
Company  is  owned  in  fee.  The  company  also  controls  the  following 
subsidiaries : 


Subsidiaries.! 

Amount  of 
capital 
stock. 

Per  cent 
owned  by 

parent 
company. 

Subsidiaries.! 

Amount  of 
capital 
stock. 

Per  cent 
owned  by 

parent 
company. 

4.  American  Steel  &  Wire 
Co.  (of  Alabama) 

3.  American  Steel  &  Wire 
Co.  (ol  Colorado) 

2.  Trenton  Iron  Co 

3.  Canadian  Steel  &  Wire 

Co 

$100,000 

25,000 
600,000 

30,000 

75,000 

900,000 

1,000,000 

200,000 

1,000,000 

00,000 

5,000 

100 

100 
100 

100 
100 
100 
100 
100 
80 

100 

100 

3.  Newburg    &    South 
Shore  Ry.  Co 

$1,500,000 
22,000 

100 

3.  Waulcegan  &  Mississip- 
pi Valley  Ry.  Co 

2.  H.  C.    Frick   Coke  Co. 
(for  capitalization  see 
Carnegie  Steel  Co.) 

100 
11 

2.  Griswold  Wire  Co 

2.  Troy  Steel  Products  Co. 

3.  American  Mining  Co 

3.  American  Land  Co 

4.  United    Coal    Co.    (tor 
capitalization   see   A. 
S.  &T.  P.  Co.)... 

25 

2.  Peimsylvania    -k    Lake 
Erie    Dock     Co.     (for 
capitalization  see  Car- 

3.  Pittsburgh  &  Ohio  Val- 
ley Ry.  Co 

3.  Northern  Liberties  Kv. 
Co 

18 

1  The  numbers  refer  to  notes  at  the  end  of  this  exhibit  (p.  414). 
NATIONAL  TUBE   COMPANY    (nEW   JERSEy)  . 


En- 


Capital  stock:  Common,  $40,000,000;  prefeiTed,  $40,000,000. 
tire  amount  is  owned  by  United  States  Steel  Corporation. 

The  greater  part  of  the  property  of  the  National  Tube  Company 
is  owned  in  fee.  The  company  also  owns  the  following  stocks  of 
subsidiary  companies : 


Subsidiaries.! 

Amount 

of  capital 

stock. 

Per  cent 
owned  by 

parent 
company. 

Subsidiaries.! 

Amount 

of  capital 

stock. 

Per  cent 
owned  by 

parent 
company. 

2.  National  Tube    Works 
Co 

$100,000 

50,000 

1,000,000 

100 
100 
100 

1 

2.  Pennsylvania    &    Lake 
Erie  Dock  Co.  (for  cap- 
italization see  Carnegie 
steel  Co.) 

3.  Benwood  &    Wheeling 
Connecting  Ry.  Co 

7-f- 

3.  McKeesport^oiinecting 
R  R.  Co 

2.  H.  C.   Frick  Coke  Co. 
(for  capitalization  see 

!  The  numbers  refer  to  notes  at  the  end  of  this  exhibit  (p.  414). 
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AMEKICAN  SHEET  AND   TIN  PLATE   COMPANY    (nEW    JERSBy) 


Capital  stock:  Common,  $24,500,000;  preferred,  $24,500,000.  All 
but  4  shares  of  each  class  of  stock  is  owned  Ijy  United  States  Steel 
Corporation. 

In  addition  to  the  amount  of  capital  stock  as  above,  the  American 
Sheet  and  Tin  Plate  Company  has  a  capital  surplus  account  of 
$40,32.5,000  arising  from  the  merger  of  the  American  Tin  Plate  Com- 
pany and  the  American  Sheet  Steel  Company.  In  that  merger  the 
stock  of  the  consolidated  company  remained  the  same  as  the  stock 
of  the  American  Sheet  Steel  Company  previously  was,  thus  resulting 
in  the  company  having  a  capital  surplus  equal  to  the  stock  of  the 
American  Tin  Plate  Company  in  lieu  of  which  no  new  stock  was 
issued. 

Xeiirly  all  of  the  property  of  the  company  is  owned  in  fee.  The 
subsidiarv  concerns  are  as  follows : 


Subsidiary.! 

Amount  of 
capital 
stock. 

Per  cent 
owned  by 

parent 
company. 

Subsidiaries.! 

Amount  of 
capital 
stock. 

Percent 
owned  by 

parent 
company. 

2.  W.  Dewees  Wood  Co 

Versailles  Fuel  Gas  Co. 

$1,500,000 
100, 000 

12,000 

50,000 

100 
100 

100 

100 

3.  Apollo  Gas  Co 

4,  S.  United  Coal  Co 

3, 9.  National  Mining  Co. . . 

$100,000 
60,000 

100 
75 

R.  R.  Co 

2, 10.  Sharon  Tin  Plate  Co . 

3.  Elwood,     Anderson    & 
Lapelle  R.  R.  Co 

1  The  numbers  refer  to  notes  at  the  end  of  this  exhibit  (p.  414). 
AMERICAN  BRIDGE  COMPANY    (nEW  JERSEY'). 

Capital  stock,  $10,000,000.  All  owned  by  United  States  Steel 
Corporation. 

In  addition  to  the  amount  of  capital  stock  as  above,  the  American 
Bridge  Company  has  a  capital  surplus  account  of  $52,324,600  arising 
from  reducing  the  par  value  of  its  capital  stock  from  $62,324,600  to 
the  nominal  amount  of  $10,000,000. 

The  greater  part  of  the  property  of  the  company  is  owned  in  fee. 
Its  subsidiary  companies  are  as  follows : 


Subsidiaries.! 

Amount  of 
capital 
stock. 

Per  cent 
owned  by 

parent 
company. 

Subsidiaries.! 

Amount  of 
capital 
stock. 

Per  cent 
owned  by 

parent 
company. 

4.  American  Bridge  Co.  (of 
New  York) 

$100,000 
3, 000, 000 

2.600 

100 
100 

100 

3.  Pencoyd     &     Philadel- 

$5,000 

100 

4.  Empire  Bridge  Co 

4.  American  Improvement 
Co                      

1  The  numbers  refer  to  notes  at  the  end  of  this  exhibit  (p,  414). 
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LAKE    SUPERIOR   CONSOLIDATED   IRON    MINES    (nEW    JERSEy). 

Capita-1  stock,  $29,887,448.97.  All  owned  by  United  States  Steel 
Corporation. 

The  subsidiary  companies  of  the  Lake  Superior  Consolidated  Iron 
Mines,  and  their  capital  stocks,  are  as  follows : 


Subsidiaries.! 

Amount  of 
capital 
stock. 

Per 

cent 

owned 

by 
parent 
com- 
pany. 

Subsidiaries.' 

Amount  of 
capital 
stock. 

Per 

cent 

owned 

by 
parent 
com- 
pany. 

2.  Duluth,    Missabe    & 

Northern  Ry. Co.... 

4,11.        Proctor  Water  & 

Light  Co 

3.  Adams  Mining  Co 

2.  Spruce  Mining  Co 

2.  Mountain  Iron  Co 

-54,112,500.00 

250,000.00 

220,000.00 

66,000.00 

1,603,600.00 

3,500,000.00 
2,970,900.00 

100,000.00 

50,000.00 

6,900.00 

100 

100 
100 
100 
100 

m+ 

99-1- 
100 
100 
100 

4. 

4. 
4. 

4. 

3. 
3. 

3. 

3. 
3. 

3. 

Cambridge  Iron  Mining 
Co 

$60,000.00 
60,000.00 

50,000.00 

50,000.00 
1,293,267.48 

96,000.00 

60,000.00 
60,000.00 
60,000.00 
60,000.00 

100 

Clarion  Iron  Mining  Co. . 

Crawford    Iron    Mining 

Co 

100 
100 

Cumberland  Iron  Mining 
Co 

100 
100 

ing  Co 

Roucheleau    -    Ray 
Mining  Co 

100 

2.  Rathbuu  Iron  Mining 
Co 

Tubal   Iron  Mining 
Co 

100 

4.  Greenville  Iron  Min- 
ing Co 

Owasco  Iron  Co 

Oneida  Iron  Co 

Seneca  Iron  Co 

100 
100 

2.  Missabe  &  Northern 
Town  Site  Co 

100 

'  The  numbers  refer  to  notes  at  the  end  of  this  exhibit  (p.  414). 
UNION   STEEL   COMPANY    (PENNSYLVANIA). 

Capital  stock,  $20,000,000.  All  owned  by  United  States  Steel 
Corporation. 

The  Union  Steel  Company  owns  a  considerable  amount  of  property 
in  fee. 

The  subsidiary  companies  (which  hold  a  large  portion  of  the  prop- 
erty) and  their  capital  stocks  are  as  follows : 


Subsidiaries.! 

Amount  of 
capital 
stock. 

Per  cent 
owned  by 

parent 
company. 

Subsidiaries.! 

Amount  of 
capital 
stock. 

Per  cent 
owned  by 

parent 
company. 

3   Sharon  Coke  Co 

$2,610,000 

2,600,000 

5,000,000 

6,000,000 

276,000 

40,000 

100 

100 
100 
100 
100 

100 

3.  Girard  Land  Co 

300,000 

6,000 

800,000 

49,000 

300,000 

100 

3, 12.  Republic-Cotmellsville 
Coke  Co 

2.  Sharon  Tm  Plate  Co 

3.  Matthews  Woven  Wire 

Fence  Co       ... 

694 
100 

3.  Sharon  Ore  Co 

3   Donora  Mining  Co 

3.  MercerValleyR.R.Co. 
3.  Donora Southern  R.R. 

3.  Sharon  Coal  &  Limestone 
Co    

C6f 

Co 

!  The  numbers  refer  to  notes  at  the  end  of  this  exhibit  (p.  411). 
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CLAIRTON   STEEL   CO:\EPANY    (PENNSYLVANIA). 

Capital  stock,  $3,500,000.  All  owned  by  United  States  Steel 
Cori3oration. 

The  greater  part  of  the  property  of  Clairton  Steel  Company  is 
owned  in  fee.  Its  subsidiary  companies  and  their  capital  stocks  are 
as  follows : 


.Subsidiaries. 1 

Amount  of 
capital 
stock. 

Per  cent 

owned 

by  parent 

company. 

Subsidiaries.' 

Amount  of 
capital 
stock. 

Per  cent 

owned 

byparent 

company. 

3.  St.  Clair  Terminal  R.  R. 
Co 

$1,000,000 
1,000 

100 
100 

2.  Champion  Iron  Co 

3.  St.  Clair  Limestone  Co. . . 

$498,7.50 
25,000 

100 
61 

3.  Clairton  Land  Co 

1  Tbe  numbers  refer  to  notes  at  tbe  end  of  tbis  exhibit  below. 
TENNESSEE   COAL,    IKON   AND   RAILROAD   COMPANY    (tENNESSEe). 

Capital  stock:  Common,  $32,529,997.-50;  preferred,  $124,500;  guar- 
anteed preferred  (Alabama  Steel  and  Ship  Building  ComjJany), 
$178,600.  All  of  the  common  stock,  except  $87,202.50,  is  owned  by 
the  United  States  Steel  Corporation,  but  none  of  the  preferred  or 
guaranteed  preferred  stock  is  owned  by  the  United  States  Steel 
Corporation. 

The  great  bulk  of  the  property  of  the  Tennessee  Coal,  Iron  and 
Railroad  C'ompany  is  owned  in  fee;  the  company  has,  however,  the 
following  subsidiaries : 


Subsidiaries.! 

Amount  of 
capital  stock. 

Per 

cent 
owned 

by 
parent 

com- 
pany. 

Subsidiaries.! 

.\mount  of 
capital  stock. 

Per 

cent 

owned 

by 
parent 
com- 
pany. 

2.  Birmingham     Southern 
R,  R.  Co 

81,200,000.00 
10,000.00 

100 
100 

3.  Ensley  LandCo.   . 

$450, 163. 75 
800,000.00 

67+ 

3.  Potter  Ore  Co 

60 

3.  Tennessee  Land  Co 

1  The  numbers  refer  to  notes  at  the  end  of  this  exhibit  below. 


iThe  United  Statos  Steel  Corporation  also  owns  $221,700  (par  value)  of  the  stock  of 
the  Pittsburgh  Steamship  Company,  the  balance  of  tbe  stock  being  owned  by  the  Carnegie 
Steel  Company. 

2  Companies  which  were  independent  concerns  prior  to  the  time  control  or  ownership 
thereof  passed  to  the  parent  company  now  controlling  or  owning  same. 

3  Companies  which  were  promoted  and  organized  in  the  interest  of  their  respective 
parent  companies,  in  the  extension  of  tbe  latter's  business,  priqr  to  the  date  the  United 
States  Steel  Corporation  acquired  control  of  the  said  parent  companies. 

*  Companies  which  have  been  promoted  and  organized  in  the  interest  of  their  respective 
parent  companies,  in  the  extension  of  the  latter's  business,  since  the  time  the  United 
States  Steel  Corporation  acquired  control  of  said  parent  companies. 

'^  American  Steel  and  Wire  Company  and  National  Tube  Company  also  own  stock  of  this 
company,  giving  an  ownership  by  United  States  Steel  interests  of  77.9  per  cent  of  total. 

"  Tbe  remaining  26  per  cent  of  Frick  Coke  Company  stock  is  owned  by  other  companies 
controlled  by  tbe  United  States  Steel  Corporation,  viz :  National  Tube  Company,  1  per 
cent;  American  Steel  and  Wire  Company,  11+  per  cent;  Illinois  Steel  Company,  10  + 
per  cent ;  Federal  Steel  Company,  8  +  per  cent.  Thus  the  entire  stock  of  Frick  Coke 
Company  is  owned  by  United  States  Steel  interests.  In  addition  to  its  outstanding  stock 
of  $20,000,000  the  Frick  company  has  a  capital  surplus  of  $4,871,231.80  arising  from 
merger  of  companies. 

"^  The  remaining  40  per  cent  of  this  company's  stock  is  owned  by  tbe  Chicago,  Lake 
Shore  and  Eastern  Railway  Company,  a  subsidiary  of  the  Illinois  Steel  Company. 

8  Balance  of  stock  owned  by  American  Steel  and  Wire  Company. 

°  See  Carnegie  Steel  Company  for  particulars  of  stock,  etc. 
^°  See  Union  Steel  Company  for  particulars  of  stock,  etc. 
^^  Authorized  amount. 

^2  Tbis  company  has  also  a  capital  surplus  of  $2,000,000  arising'  from  merger  of 
companies. 
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American  Bicycle  Company 81 

American  Bridge  Company,  acquisition  by 

Steel  Corporation 12, 106 

assets 19, 23, 167, 185, 187 

capacity 93 

capitalization 3,23,80,145-147.276.277,408 

cost  to  Steel  Corporation 114, 174, 387, 388 

new  plant,  Ambridge,  Pa 206 

organization 3, 93 

position  in  industry ' 3, 9, 93 

promoters'  and  underwriters'  profits 6, 

16,146,179,251 

Stock,  value  of. 20, 170, 174 

subsidiary  companies,  capital  stock  of 412 

American  Can  Company 91,  note 

American  Car  and  Foundry  Company 81 

American  Coke  Company 274 

American  Iron  and  Steel  Manufacturing  Com- 
pany         81 

American  Iron  and  Steel  Works 64 

American  Radiator  Company 81 

American  Sheet  and  Tin  Plate  Company 275- 

277,408,412 
American  Sheet  Steel  Company,  acquisition 

by  Steel  Corporation 12,106 

assets 19, 23, 139-141 ,  167, 185, 186, 187 

capacity 91 

capitalization 3, 16, 80, 139-141, 384 

consolidation  with    American   Tin    Plate 

Company 275 

cost  to  Steel  Corporation 114, 174, 385, 397 

organization 3,91 

profits 141 

promoters'  and  underwriters'  profits 16, 

140,178,251 

stock,  value  of. 20, 141, 170, 174 

American  Steamship  Company 131, 195, 196 

American  Steel  and  Wire  Company  of  Illinois.        6, 
80,92,127-131,176 
American  Steel  and  Wire  Company  of  New 
Jersey,  acquisition  by  Steel  Corpora- 
tion    6, 12, 106 

assets 19, 22, 127-133, 167, 184, 187 

capacity 3,92 

capitalization 6, 80, 127-133, 176, 276, 384, 408 

capitalization  of  subsidiary  companies 411 

coke  property  transferred  to  H.  C.  Frick 

Coke  Company 274 

cost  to  Steel  Corporation 113,174,385,397 

iron  ore,  price  paid  for 27,207 

organization 3, 91-92 

profits 132-133, 161 

of  constituent  companies 128-129 
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American  Steel  and  Wire  Companj'  of  New 
Jersey — Continued. 

promoters'  and  underwriters'  profits C, 

16,130-132,177-179,251 

stock,  inflation  of. G,  176 

value  of 20,170,174 

Union  Steel  Company  wire  plants  leased  to .      275 
American  Steel  Hoop  Company,  acquisition 

by  Steel  Corporation 12, 106 

assets 19, 23, 167, 138-139, 1.S5, 1.87 

capitalization 3, 16, 22, 80, 138-139, 384 

cost  to  Steel  Corporation 113,174,385,397 

merger  with  Carnegie  and  National  Steel 

companies 273 

organization 3, 91 

promoters'  and  underwriters'  profits 0, 

138,178,179,251 

stock,  value  of. 20, 170, 174 

American  Tin  Plate  Company,  acquisition  by 

Steel  Corporation 12, 106 

assets 19, 22, 133-130, 167, 184, 187 

capitalization 3, 16, 22, 23, 80, 133-130,  .384 

consolidation  with  American   Sheet   Steel 

Company 275 

costto'Steel  Corporation 113,174,385,397 

organii;ation 90-91 

profits 135-130 

promoters'  and  underwriters'  profits 6, 

178.179,251 

stock,  value  of 20, 170. 174 

Assessed  values,  ore  .Steel  Corporation 232-233 

Association  of  Wire  and  Cut  Nail  Manufac- 
turers   72-73 

Axles,  output,  Steel  Corporation,  1901-1910 . .      271 

Balance  sheets,  Steel   Corporation,  1901   to 

1910 328-329, 405-407 

Bellaire  Steel  Company 74 

Bessemer  and  Lake  Erie  Railroad  Company .      409 

Bessemer  Ore  Association 74 

Bessemer  Steamship  Company,  acquisition 

by  Steel  Corporation 100, 115, 149 

assets 107, 195. 196 

cost  to  Steel  Corporation 17, 387, 388 

Bessemer  steel,  decline  m  relative  importance .     271 , 
272, 360-363, 371 

output,  1901-1910 271,360-364 

Bessemer  Steel  Association  of  the  United 

States 7;j-74 

Bethlehem  Iron  Company 05 

Bethlehem  Steel  Company 1Q9 

Birkinbine,  John,  estimate  of  iron  ore  in 

United  States 379,380 
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Blast-fumace  products,  output,  Steel  Corpo- 
ration, 1901-1910 270 

Blast  furnaces.  Steel  Corporation 21,42,182,202 

Bonds,  American  Steel  and  Wire  Company. .  131-132 

Carnegie  Company  (of  New  Jersey) 17, 

20, 85, 159, 163,  .384 
SteelCorporation. .  14, 113, 162, 174, 329,  .385, 397, 406 

conversion  of  preferred  stock  into 348- 

368, 400-405 
Bonus  funds,  employees'.  Steel  Corporation. .      340 

Bonuses  on  leased  ore,  defined 205, 217, 229 

rates 34, 69, 219-223 

relation  to  value  of  fee 21G-218 

Butler  and  Pittsburg  Railroad,  acquired  by 

Carnegie  interests 86 

Butler,  Joseph  G.,  jr.,  estimate  of  iron  ore  in 

United  States 379, 380 

Cambria  Iron  Company 4, 65 

Cambria  Steel  Company 4, 13, 95, 9G,  109 

Canada,  iron  ore.  Steel  Corporation's  option 

on 381 

Canisteo  Mining  Company,  ore  leased  to  Steel 

Corporation 269 

Canonsburg  Iron  and  Steel  Company,  value 

of  plant 184 

Capacity,  American  Bridge  Company 93 

American  Steel  and  Wire  Company 3 ,  92 

Carnegie  Company 3, 87, 1C.2 

Ciairton  Steel  Company 255 

Federal  Steel  Company 2, 88, 162 

National  Steel  Company 3, 89, 162 

National  Tube  Company 92 

Republic  Iron  and  Steel  Company 94 

Sbaron  Steel  Company 253 

Sloss-ShelReld  Steel  and  Iron  Company. . .       96 
Tennessee  Coal,  Iron  and  Railroad  Com- 
pany     269 

Trenton  Iron  Company 266 

Troy  Steel  Products  Company 256 

Union  Steel  Company 253, 254 

United  States  Steel  Corporation 13, 

109, 2(i9, 373-374 
See  also  Output. 

Capitalization,  defined 112 

Steel  Corporation 14, 

37, 112-1 15, 109-173, 239-251 , 323-329, 406 

Steel  Corporation's  subsidiary  companies. .    276, 

277,384,407-414 

theories  of  proper  basis  of Ill 

See  also  Overcapitalization:  Stock,  relation 
to  assets. 

Carnegie,  Andrew,  fear  of,  as  competitor 11, 

106,163,165 

on  manufacture  of  finished  products 10,103 

on  ownership  of  ore 68 

relation  to  consolidation 105,106,163 

suit  of  H.  C.  Prick  against 151-152 

Carnegie  Company  (of  New  Jersey),  acquisi- 
tion by  Steel  Corporation 11,12,17,106 

assets 17-19, 116, 160-160, 167 

capacity 3, 87, 162 

capitalization 17, 80, 86-87. 116, 156, 384 

cost  to  Steel  Corporation....  113,162-168,174,385 
merger  with  National  Steel  and  American 

Steel  Hoop  companies 273 

organization 3, 85-87 


Page. 
Carnegie  Company  (of  New  Jersey)— Contd. 
plans  to  manufacture  finished  products —      10, 

103-104 

position  in  industry 3,8,11,12,97 

railroad  relations 10, 155. 167-159 

stock,  value  of 20,170,174 

Carnegie  Natural  Gas  Company 1 58, 409 

Carnegie  Steel  Company  (Ltd.),  ore  and  coal 

lands 07-68, 76-78 

organization  and  capitalization 64, 65 

profits '. IGO 

value  of  plants 184, 187 

Carnegie  St«el  Company  (New  Jersey),  cap- 
italization  273-274, 276, 277, 408 

capitalization  of  subsidiary  companies..  408-409 
Union  Steel  Company  blast  furnaces  and 

steel  works  leased  to 275 

Carnegie  Steel  Company  ( Pennsylvania) ...      409 

Cash  bonus  value,  of  ore  lease,  defined 217 

Cement,  output.  Steel  Corporation 267,271 

Chemung  Iron  Company. 2.59 

Chicago,  Lake  Shore  and  Eastern  Railway..      88, 
189,191,410,413 
Ciairton  Steel  Company,  acquisition  by  Steel 

Corporation 14, 40, 254-255 

capitalization 276 

coal  and  ore 222,263,286 

cost  to  Steel  Corporation 286-2S8 

Coal,   acquisition  by  iron  and  steel  com- 
panies   2,66-68,84 

American  Steel  and  Wire  Company 92 

Carnegie  interests 86,156,158 

Ciairton  Steel  Company 255 

Federal  Steel  Company 87 

National  Steel  Company ^137 

National  Tube  Company 92 

Republic  Iron  and  Steel  Company 94 

Sharon  Steel  Company 253 

Tennessee  Coal,  Iron  and  Railroad  Com- 
pany  256-268 

Union  Steel  Company 253 

United  States  Steel  Corporation 13, 14, 

25, 36, 182, 198-200, 202, 234,  274, 314, 315, 376 

depreciation 42, 300, 303, 307 

mined,  1901-1910 270 

purchases,  1901-1910 2G3, 

264, 2.S1, 282,288, 292, 312 

value 25 ,  198-200 

value  raised  by  concentration  of  o\vner- 

ship 311, 315 

Coal  and  Coke  (trade  journal)  on  value  of  coal 

properties 198-199 

Coke,  production,  1901-1910 270, 360-364, 367 

See  also  Coal.  t 

Coke-oven    properties,     Steel    Corporation, 

valuation  of 316 

Colorado  Fuel  and  Iron  Company,  organiza- 
tion and  capitalization 95, 96 

position  in  industry 4,  lU 

Steel  Corporation  tries  to  acquire . .  13, 109, 387, 389 
Commissions.    Sec   Promoters*   and   under- 
writers' profits. 
Competition,  desire  to  eliminate;  eflfect  on 

prices  paid  for  properties 286, 322 

desire  toeliminate;  reason  for  consolidation.        6, 
12, 13, 82, 90, 94, 98, 107, 163-165, 211, 213, 215, 254 
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Competition — Continued.  Page, 
elimination  increases  value  of  natural  re- 
sources. 15,36, 210-216, 242-243, 311, 316, 316, 325 
See  also  Merger  value, 
increased  by  integration  and  partial  con- 
solidation  7, 8, 10, 11, 99 

relation  to  reasonableness  of  profits 326 

Connellsville  and  Monongahela  Railway 268 

Consolidated  Steel  and  "Wire  Company. . .  6, 66, 176 

Consolidation,  causes  of. 4-13, 82-86 

economies  of 5, 83, 84, 99, 100, 108, 274 

Sec  aho  Competition. 

Consolidation  movement 3-4, 63-98 

Continental  Coke  Company 274 

Crucible  Steel  Company  of  America 81, 255 

Cuba,  iron  ore  acquired  by   Pennsylvania 

Steel  Company 96 

iron  ore  acquired  by  Steel  C-orporation. . .  374, 381 

Depreciation,  reserre  for,  relation  to  invest- 
ment        308 

Steel  Corporation 24, 

41-43, 62, 292-309, 331, 332, 337, 340, 405 
Tennessee  Coal,  Iron  and  Railroad  Com- 
pany    302, 303 

Depression ,  industrial 6, 273 

Diseoimt  rata  on  royalty  for  ore  leases 31, 32, 223 

Dismantling  of  plants,  companies  acquired 

by  Steel  Corporation table  facing  p.  107 

Troy  Stee  1  Products  Company 256 

Dividends,  Steel  Corporation's  ore  railroads. .      375 

Dock  properties,  Carnegie  Company 159 

Steel  Corporation 26, 36, 197 

Dulnth  and  Iron  Range  Railroad,  acquired  by 

Federal  Steel  Company 87, 89 

capitalization  and  value 189, 191, 192 

profits 123, 374-375 

Duluth ,  Minn. ,  new  steel  plant  at 266, 267 

Duluth,  Missabe  and  Northern  Railway,  cap- 
italization and  value 29, 

148-149, 189, 191, 192, 211-212 

extension 268 

owned  by  Rockefeller  interests 76 

profits 29, 60, 374r^75 

Earnings.    See  Profits. 

Eastern  Railway  of  Minnesota 377 

Economies  of  consolidation.  5, 83-84, 99, 100, 108, 274 
Elgin,  Joiiet  and  Eastern  Railway,  capitaliza- 
tion    123-124, 410 

profits 124 

purchase  by  Federal  Steel  Company 88, 

118,119,123 

value 123-124, 189, 191, 193 

Empire  Steel  and  Iron  Company,  capitaliza- 
tion         81 

Employees'  bonus  funds,  Steel  Corporation. .      340 
Exports,  Steel  Corporation,  United  States 
Steel  Products  Export  Company  organ- 
ized to  handle 275 

Federal  Steelr  Company,  acquisition  by  Steel 

Corporation 12, 106 

assets 19, 87-89, 117-127, 167 

capacity 2,88,162 

capitalization. ...  16, 80, 87-89, 117-127, 276, 384, 408 

of  subsidiary  companies 410 

coke  property  transferred  to  H.  C.  Frick 

Coke  Company 274 


Federal  Steel  Company— Continued.  Page. 

cost  to  Steel  Corporation 113.174,385,397 

position  in  industry 2, 97 

preparations  to  manufacture  finished  prod- 
ucts   10, 103 

.  profits 126-127, 161 

stock,  value  of. 20, 125, 170, 174 

underwriters'  profits 7, 118, 126, 177, 179, 251 

Fee  ore,  defined 27 

Steel  Corporation,  quantity  and  value  . .  206-228 
See  also  Iron  ore. 

Ferromanganese,  etc.,  output,  1901-1910.  270,  .300-364 

Financiers,  interest  of,  in  consolidation 6, 10 

Frick,  H.  C  connection  with  Union  Steel 

Company 254 

desire  of  Steel  Corporation  to  eliminate,  as 

competitor 283 

suit  against  Andrew  Carnegie  and  others. .  161-1.52 

Frick,  H.  C,  Coke  Company,  and  subsidiary 

companies,  capital  stock 409, 410, 411 

assets 17, 166-160 

coke  properties  of  Steel  Corporation  trans- 
ferred to 274 

Ifecla  Coke  Company  acquired  by 263 

position  in  coke  industry 64,86,86 

profits 161 

properties 156, 168, 169 

Gary,  E.  H.,  on  capitalization  of  Steel  Corpo- 
ration       240 

on  Steel  Corporation  bond-conversion  plan.      366 
on  Steel  Corporation's  control  of  iron  ore. .      381 

Gary,  Ind.,  steel  plant 264- 

266,280-281,314,315,332 
Gas,  natural.    See  Natural  gas. 

Gates,  ,Tohn  W 128 

statement  on  value  of  ore  property 207 

Gentlemen's  agreements 68-75 

Geological  Survey,  United  States,  estimate  of 

iron  ore  in  Lake  S  uperior  region 380 

Good  will,  unimportant  in  steel  industry. .  112, 2,35 
Great  Northern  Railway,  branch  in  Minne- 
sota ore  district 377 

ore  lease  to  Steel  Corporation 40- 

48,260-263,318-323 
Great    Western    Mitiing    Company,    capital 

stock 409 

lease  of  Great  Northern  ore 260-262. 319 

Gross  receipts,  Steel  Corporation 330, 336 

Hecla  Coke  Company 263 

"TTill"  ore.    See  Great  Northern  Railway. 
Hodge  suit  against  Steel  Corporation 21, 

36. 46, 181-1S3. 234,2(14,370 
Hostetter-Connellsville  Coke  Company 264 

Illinois  Steel  Company,  acquisition  by  Fed- 
eral Steel  Company 87, 88, 118-120 

assets 120-122, 183, 187 

capitalization 63, 120-122, 410 

ore  and  coal  land 67,263 

organization 63 

profits 121 

subsidiary  companies,  capital  stock 410 

Income  accounts,   Steel  Corporation,   1901- 

1910 330-340 

Indiana  Steel  Company,  capital  stock 410 
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Industrial  Commission,  testimony  before,  on 

value  of  ore  property 207 

testimony  before,  on  organization  of  various 

consolidations 134, 135, 137, 139 

Industrial  depression,  effect  on  steel  business.  5,273 
Ingots  and  castings,  output...!  271,360-365,369-371 

Insurance  funds.  Steel  Corporation 326,346,407 

Integration  in  steel  industry,  defined 6, 66 

competition  increased  by 8, 10, 99 

progress  of 97-98 

technical  economiGS  of 5, 83 

Interest,  rate  for  discounting  royalty  on  ore 

leases 223 

Steel  Corporation 330, 331, 336, 338 

International  Steam  Pump  Company 81 

Investment,  depreciation  in  relation  to 308 

value  of  property  distinguished  from 278, 311 

See  also  Capitalization;  Overcapitalization; 
Stock,   relation   to  assets;  and,  under 
Tiames  of  companies,  assets. 
Iron  ore,  acquisition  by  iron  and  steel  com- 
panies   66-68, 76-78, 84 

American  Steel  and  Wire  Company 92 

Canada,  Steel  Corporation's  option  on 381 

Carnegie  Company 158, 159 

Clairton  Steel  Company 255 

Cuba 96,374,381 

fee  and  leasehold,  distinguished 27 

Great  Northern  Railway,  leased  to  Steel 

Corporation 47-48, 260-263, 318-323 

iron  content  of 322 

Lake  Superior  Consolidated  Iron  Mines 29- 

30,148-149 
leases,  advantages  to  Steel  Corporation.  59-60, 382 

bonuses 219-223 

royalties,  present  worth  of. . .  31-35, 216-228, 237 

royalties,  rates  of 32, 47-48, 219-223, 318-322 

royalty  and  bonus,  relation  to  value  of 

fee 216-218 

Steel  Corporation,  quantity 206 

transfer  value  of 34, 205, 229-231 

National  Steel  Company 89-90, 137 

Oliver  Iron  Mining  Company 156-158 

output 225, 270, 360-366 

pool 74 

prices  in  ground 27-31 ,  33, 74, 77, 207-215 

Republic  Iron  and  Steel  Company 94 

Sharon  Steel  Company 253 

Tennessee  Coal,  Iron  and  Railroad  Com- 
pany    256-258 

transportation  of,  how  far  controlled  by 

Steel  Corporation 60 

Union  Steel  Company 253,285 

United  States  Steel  Corporation 13, 

14, 26-36, 45-48, 58-60, 109, 182, 377 

1901 26-36,203-238 

acquisitions,  1901-1910. .  259-263, 280, 281,  28.8, 292 

depreciation 41, 300, 303, 305-307 

exhaustion,  assumed  period  of 32, 224-226 

investment  in,  at  close  of  each  year,  1901- 

1910 312 

Oliver  Iron  Mining  Company  takes  con- 
trol of 275 

Union  Steel  Company,  cost 285 

valuation,  Dec.  31,  1907 314, 316-323 

valuation  increased  by  concentration  of 
ownership 311,316,325 
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Johnson  Company 87, 124 

Joliet  Steel  Company 120 

Jones  &  Laughlin  Steel  Company 95,  note 

Jones  &  Laughlins  (Ltd.) 64-65,95,109 

I-ackawanna  Iron  and  Steel  Company.  64, 95, 96, 109 

Lackawanna  Steel  Company 96 

Ladd,    I.    Gifford,    promoter    of   American 

Bridge  Company 145 

Lake  Superior  Consolidated  Iron  Mines,  ac- 
quisition by  Steel  Corporation 106 

assets 17, 19, 147-149, 167 

capitalization 66, 147-149, 276, 277, 408 

cost  to  Steel  Corporation . .  29, 114, 174, 175, 387, 388 

ore,  quantity  and  value  of 29-30, 210-214 

lease  to  Carnegie  interests 76 

organization 66,93 

stock,  value  of. 17, 20, 29, 30, 148, 170, 174 

subsidiary  companies,  capital  stock 413 

Lake  Superior  Iron  Company,  capital  stock.      409 

Lake  Terminal  Railroad,  value 190, 191 

Land,  Steel  Corporation,  valuation  of. 313-315 

Laughlin  &  Company  (Ltd.) ..       64 

Leasehold  ore,  defined 27 

See  also  Iron  ore,  leases. 

Limestone,  Sharon  Steel  Company." 253 

Steel  Corporation 25, 36, 182, 201, 202, 234 

quarried 270 

Lorain  Steel  Company 87, 124, 266, 275 

Lynch,  Thomas,  on  value  of  Steel  Corpora- 
tion's coal  property 198, 199, 376 

McClure  Coke  Company 274 

Maintenance,    on  books   of    Steel   Corporar 

tion 295-297 

Maryland  Steel  Company 64 

Merchant  steel  produced,  Steel  Corporation, 

1901-1910 271 

Merger  value 50-51, 236, 242-243, 278, 325-326 

See  also  Competition. 
Mesabi  Range,  royalties  for  ore  leases  on, . .  321-322 
Mines.    See  Coal;  Iron  ore. 

Minnesota,  leases  of  ore  owned  by  State.  ^ . .  216, 229 
Minnesota  Iron    Company,    acquisition   by 

Federal  Steel  Company. ...  87, 88, 118, 119, 122 

assets 67,122-123 

capitalization 66, 122-123, 410 

subsidiary  companies,  capital  stock 410 

Minnesota  State  Railroad  and   Warehouse 
Commission,  valuation  of  railroads  in 

Minnesota 192 

Minnesota  Steamship  Company 87, 195, 196 

Minnesota  Steel  Company 267, 410 

Minnesota  Tax  Commission,   estimate  and 

valuation  of  iron  ore  in  Minnesota 204, 

233,378,379 
Monongahela  River  Consolidated  Coal  and 

Coke  Company 264 

Monopolistic  control,  relation  to  valuation  of 

properties 15, 

36, 210-215, 242-243, 311, 315, 316, 325 
See  also  Merger  value. 

Moore,  W.  H 89-91,134,135,139,150 

Moore  companies,  so-called 8, 

9, 11, 89-91, 97, 98, 100-102, 133-141, 175, 397 
Morgan  companies,  so-called 10, 93 
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Morgan,  J.  P.,  &  Co.,  as  underwriting  syndi- 
cate managers.  Steel  Corporation 244- 

240,348-358,38.3-405 

.Nail pool 72-73 

National   Enameling   and    Stamping    Com- 
pany          SI 

National    Steel    Company,    acquisition    by 

Steel  Corporation 106 

assets 19, 136-138, 167, 184, 186, 187, 195, 196 

capacity 3, 89, 162 

capitalization 80, 136-138, 384 

coke  property  transferred  to  H.  C.  Frick 

Coke  Company 274 

cost  to  Steel  Corporation 113, 174, 385, 397 

merger  with  Carnegie  and  American  Steel 

Hoop  companies 273 

ore  leases 222 

organization 89-90 

profits 138, 161 

promoters'  and  underwriters'  profits 6, 

137, 178, 179, 251 

stock,  value  of 20, 170, 174 

National    Tube    Company,    acquisition   by 

Steel  Corporation 106 

assets 19, 141-144, 167, 185, 187 

capacity 92 

capitalization 80, 141-144, 276, 384, 408 

cost  to  Steel  Corporation 113, 174, 385, 397 

Lorain  Steel  Company  plants  transferred  to .      257 

organization 92 

profits 143-144, 161 

promoters'  and  underwriters'  profits 6, 

16,142,179,251 

reconstruction  of  works  at  McKeesport 266 

stock,  value  of 20, 170, 174 

subsidiary  companies,  capital  stock 411 

Natural  gas,  American  Sheet  Steel  Company.  26, 141 

Carnegie  interests 86, 158 

Steel  Corporation 25, 36, 182, 200, 202, 234, 316 

Net  earnings,  Steel  Corporation,  1901-1910. . .     331, 

332,337 
Newburg  and  South  Shore  Railway 268 

Obsolescence.    See  Depreciation. 

Ohver  and  Snyder  Steel  Company 90, 137 

Oliver,  Henry  W.,  on  acquisition  of  ore  land.       77 
Oliver  Iron  Mining  Company,  acquisition  by 

Steel  Corporation 106 

assets 156-158, 204 

capitalization 156, 409 

cost  to  Steel  Corporation 114, 387, 388 

ore'. 204, 208 

relation  to  Carnegie  interests 68, 85 .  156 

relation  to  National  Steel  Company 90, 137 

Steel  Corporation  ore  properties  placed  un- 
der control  of : 275 

subsidiary  companies,  capital  stock 409 

Open-hearth  steel,  increasing  production 266, 

267,271.272,371 

output,  1901-1910 271,360-363 

Ore.    See  Iron  ore. 

Otis  Elevator  Company,  capitalization 81 

Output,  restriction  by  Steel  Corporation  to 

maintain  prices 373 

Steel  Corporation,  1901-1910 271-273 

Steel  Corporation  and  Tennessee  Coal,  Iron 

and  Railroad  Company,  1907 258 
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Output— Continued. 
Steel  Corporation  and  total  United  States, 

1901-1910 56, 360-373 

Steel  Corporation,  ore 225 

See  also  Capacity. 
Overcapitalization,  depreciation  charges,  rela- 
tion to 293 

meaning 111-112 

relation  to  consohdation 5 

Steel  Corporation 239-251 

See  also  Capitalization;  Stock. 

ParJis,  John  H.,  as  promoter 128 

Peimsylvania  Railroad  Company,  interest  in 

Pennsylvania  Steel  Company 96 

Peimsylvania  Steel  Company 64, 95, 96, 109 

Pig-iron  production 109, 270 ,  360-365, 367-370 

Pittsburg  and  Conneaut  Dock  Company  . .  159, 197 
Pittsburg,  Bessemer  and  Lake  Erie  Railroad 

Company 85, 87, 158, 189, 191, 409 

Pittsburgh  Coal  Company 204, 376 

Pittsburg  Steamship  Company,  acquisition 

by  Steel  Corporation 106 

assets  and  value 158,195,196 

capitalization 276,409 

cost  to  Steel  Corporation 1U,3N7,388 

Plants.    See  also,  under  the  names  of  com- 
panies, assets. 
Plants  of  Steel  Corporation..  23,36,.182-189,202,234 

depreciation 299-300, 303-306 

investments  in,  1901-1910 204- 

269,280,281,288,292,312 

Plates  and  sheets,  output,  1901-1910 271,360-365 

Pocahontas  coal  and  coke  properties,  acquired 

by  Steel  Corporation 263 

Pools 08-76 

Portland  cement,  produced  by  Steel  Corpora^ 

tion 267,271 

Premium  on  leased  ore,  relation  to  value  of 

fee 216-218 

Present  worth  of  royalties  on  leased  ore 31- 

35,216-228,237 
Pressed  Steel  Car  Company,  capitalization ...       81 

Price  agreements 57, 68-76, 373 

Prices,  coal  properties 25, 198-200 

iron-ore  properties 27-31, 74, 77, 207-215 

See  also  Stock,  quotations. 
Production.    See  Capacity;  Output. 

Profits,  American  Sheet  Steel  Company 141 

American  Steel  and  Wire  Company. .  132-133, 161 

constituent  concerns 12,s-129 

American  Tin  Plate  Company 135-136 

Carnegie  Steel  Company  (Ltd.) 160 

Duluth  and  Iron  Range  Railroad 123,374^375 

Duluth,  Missabe  and  Northern  Railway. . .      29, 

374-375 

Elgin,  Joliet  and  Eastern  Railway 124 

Federal  Steel  Company 136-127, 161 

H.  C.  Frick  Coke  Company 161 

Illinois  Steel  Company 121 

Minnesota  Iron  Company 123 

National  Steel  Company 138, 161 

National  Tube  Company 143-144, 161 

reasonableness  of,  relation  to  competition. .      326 
Steel  Corporation..  51-56,309-310,330-347,374-375 
See    also    Promoters'    and    underwriters' 
profits. 
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Promoters'  and  underwriters'  profits 16,81  ,'S5 

American  Bridge  Company 6, 16, 146, 179, 251 

American  Sheet  Steel  Company. . .  10, 140, 178, 251 

American  Steel  and  Wire  Company 6, 

16,130-132,177-179,261 

American  Sleel  Hoop  Company 6, 

138,178,179,251 

American  Tin  Plate  Company 6, 178, 179, 251 

Federal  Steel  Company. ...  7, 118, 126, 177, 179, 251 

National  Steel  Company 6, 137, 178, 179, 251 

National  Tube  Company 6, 16, 142, 179, 251 

Republic  Iron  and  Steel  Company 94 

Slielby  Steel  Tube  Company 179 

United  States  Steel  Corporation. . .  38-39, 243-251 

bond-conversion  plan 349-358, 401 

constituent  companies 176-180, 251 

Promoters,  relation  to  consolidation 12, 84r-85 

Rail  pool 69-72 

Railroads,  Carnegie  Company 155, 157-159 

Sharon  Steel  Company 253 

Steel  Corporation 13, 

24, 60, 109, 189-194, 234, 374-375 

depreciation 301, 303, 307-308 

See  also  Transportation  properties. 

Rails,  output,  1901-1910 271, 360-365, 371-.372 

Reed,  James  H.,  on  value  of  Steel  Corpora- 
tion's railroad  properties 189, 190 

Reid,  D.  G.,  on  acquisition  of  American  Tin 

Plate  Company 134-135 

Repairs,  on  boolis  of  Steel  Corporation. . .  295-297 
Replacements,  extraordinary,  on  boolcs  of 

Steel  Corporation 297 

Republic  Iron  and  Steel  Company.. .  81, 94, 109, 259 
Resources,  natural,  value  raised  by  concen- 
tration of  ownership 15, 

36, 210-215, 242-243, 311, 315, 316, 325 
See  also  Merger  value. 
Rockefeller  interests.    See  Standard  Oil  in- 
terests. 

Rockefeller,  John  D 289 

Rods,  output.  Steel  Corporation,  1901-1910. .      271 

Rogers,  H.  H 289 

Rolled  products,  output,  1901-1910..  360-364,371-372 

Royalties,  Pocahontas  coal  leases 263 

See  also  Iron  ore,  leases. 

Sales,  Steel  Corporation 330-336 

Schwab,  Charles  M.,  affidavit  on  value  of 

Steel  Corporation's  property 183,201 

Scranton  Steel  Company 64 

Scrap  iron  and  steel,  used  in  open-hearth 

process 371 

Sharon  Steel  Company 208, 214-215, 252-253 

Sheets,  output,  Steel  Corporation,  1901-1910.      271 
Shelby  Steel  Tube  Company,  acquisition  by 

Steel  Corporation 106 

assets 17, 19, 144-145, 167, 185, 1S7 

capitalization 80, 144-145, 276, 408 

cost  to  Steel  Corporation 114, 145, 174 

organization 93 

promoters'  profits 179 

stock,  value  of 20, 144, 170, 174 

Shenango  and  Lake  Erie  Railroad 86 

Shenango  I\irnace  Company 222 

Shoenberger  Steel  Company 131 
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Sinking  funds,  Steel  Corporation..  331,337,405,406 

relation  to  depreciation . .  294, 295, 297, 298, 332, 340 

Sloss-ShefBeld  Steel  and  Iron  Company 81, 

94-95,259 

Southwest  ConnellsvUle  Coke  Company 274 

Spelter  output,  Steel  Corporation,  1901-1910.      271 

Spiegeleisen  output,  1901-1910 270, 360-364 

Spikes,    etc!,     output,    St->el    Corporation, 

1901-1910 271 

Standard  Oil  interests,  contract  with  Carnegie 

interests 76, 86,  note 

iron  ore,  high  price  paid  by  Steel  Corpora- 
tion        175 

ore  and  vessels ...  11 ,  76, 77, 93-94, 100-101 ,  147-149 

Troy  Steel  Products  Company 256 

See  also  Bessemer   Steamship  Company: 

Lalte  Superior  Consolidated  Iron  Mines. 

Steamship    properties.    Sec    Transportation 

properties;  Vessels. 
Steel.    See  Bessemer  steel;  Capacity;  Open- 
hearth  steel;  Output;  Rails;  etc. 

Steel-billet  pool 73-74 

StBel  Corporation.    See  United  States  Steel 

Corporation. 
Steel  industry,  principal  companies  in,  before 

formation  of  Steel  Corporation ^ 

4,8-10,80-81 

products  of 62 

Steel  ingots,  output,  1901-1910 271, 

360-365,369-371 

Steel-rail  pool 69-72 

Stock,  common.  Steel  Corporation,  profits  ac- 
cruing to 345-346 

issued  by  consolidations,  1898-1900 80-81 

market,  relation  to  consolidation 6, 

10,84,99,100,105 
quotations,  American   Sheet   Steel   Com- 
pany    20, 141, 170, 174 

American  Steel  and  ^yire  Company  of 

Illinois 129 

American  Steel  Hoop  Company.  20, 139, 170, 174 

Federal  Steel  Company 20, 125, 170, 174 

Illinois  Steel  Company 122 

Lake  Superior  Consolidated  Iron  Mines. .      17, 
20,29,30,148,170,174 

Minnesota  Iron  Company 123 

Shelby  Steel  Tube  Company ...  20, 144, 170, 174 
Tennessee  Coal,  Iron  and  Railroad  Com- 
pany    45, 291 

United  States  Steel  Corporation 242 

constituent  companies 20, 170, 173-176, 239 

relation  to  assets,  American  Bridge  Com- 
pany   22,145-147 

American  Sheet  Steel  Company. .  16, 22, 139-141 

American  Steel  and  "Wire  Company 6, 

16, 22, 127-133 
American  Steel  Hoop  Company..  16,22,138-139 
American  Tin  Plate  Company. . .  16, 22, 133-136 

Carnegie  Company 16, 23, 116, 150-165 

Elgin,  Joliet  and  Eastern  Railway 123-124 

Federal  Steel  Company 16, 23, 117-127 

Illinois  Steel  Company 120-122 

Lake  Superior  Consolidated  Iron  Mines. .      17, 

147-149 
Lorain  Steel  Comnapy 124 
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Stock— Cont  inued . 
relation  to  assets — Continued. 

Minnesota  Iron  Company 12:^-123 

National  Steel  Company 16, 22, 136-138 

National  Tube  Company 22, 141-144 

Shelby  Steel  Tube  Company 17, 144-145 

Unitfid  States  Steel  Corporation 38, 112-165 

constituentcompanies 38, 166 

various  consolidations 81 

See  also  Capitalization;  Overcapitalization. 

Structural  steel  output 271 ,  360-365, 372 

Sulphate  of  iron  output.  Steel  Corporation, 

1901-1910 271 

Surplus,  Steel  Corporation,  1910 332 

Taxes,  capital  stock 274 

Steel  Corporation 330 

ore 232-233 

Tennessee  Coal,  Iron  and  Railroad  Company, 

acquisition  by  Steel  Corporation ...  45, 256-259 

additions  to  property,  1907-1910 281 

capacity 269 

capitalization 95, 276. 408 

cost  to  Steel  Corporation 289-292 

depreciation 302-303 

expansion  about  1898 96 

maintenance  and  repairs,  1908-1910 297 

merger  with  Sloss-Sheffleld  and  Republic 

companies  attempted 259 

position  in  steel  industry 14.64-65 

stock,  value  of 45, 291 

subsidiary  companies,  capital  stock 414 

Tin-plate  output,  1901-1910 362-364, 372 

Transportation  properties  of  Steel  Corpora- 
tion    24-25, 36, 182, 189-197, 202, 234 

investment  in,  1901-1910...  280,281,288,292.312 

valuation,  Dec.  31,  1907 314, 315 

See  also  Railroads;  Vessels. 
Tiaasportation,  Steel  Corporation's  position 

in 374-377 

Trenton  Iron  Company 256 

Troy  Steel  Products  Company 255-250, 289 

Tubing  and  pipe  output.  Steel  Corporation, 

1901-1910 271 

Underwriters'  profits.    See  Promoters'  and 

underwTiters'  profits. 
Union  Railroad  Company,  assets  and  value. .       85, 
87, 157, 158, 189, 191 

and  subsidiary  company,  capital  stock 409 

Union  Steel  Company  (Illinois) 120 

Union  Steel  Company  (Pennsylvania),  capi- 
talization    276, 277, 408 

cost  to  Steel  Corporation 282-286 

organization,  and  acquisition  by  Steel  Cor- 
poration    253-254 

properties  leased  to  other  subsidiaries  of 

Steel  Corporation 275 

subsidiary  companies,  capital  stock 413 

value  of  ore 214-215 

United  Shoe  Machinery  Company 81 

United  States  Cast-iron  Pipe  and  Foundry 

Company 81 

United  States  Coal  and  Coke  Company 263, 410 

United  States  Geological  Survey,  estimate  of 

iron  ore  in  Lake  Superior  region 380 
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United    States    Steel    Corporation,    assets. 

Bureau's  methods  of  valuing 15, 116 

assets,  1901 14^39, 167-11J8, 181-239 

additions,  1901-1910 41, 252-264, 278-313 

close  of  1907 43^8, 313-323 

close  of  1910 4,'!-51, 310-312, 323-329 

close  of  each  year,  1901-1910 312 

compared  with  profits 342-345 

valuation  submitted  in  11  edge  suit,  1902 . .  30-46 

balance  sheets 338-329, 405-407 

bonds,  preferred  stock  converted  into 348- 

358, 400-405 

capacity  of  plants 109, 268-269, 373-374 

capitalization 14, 

37, 112-115, 169-173, 239-251, 323-329, 400 

of  constituent  and  subsidiary  companies.     27ii, 

277,384,407^14 

causes  of  formation 7-13, 98-106 

coal 13, 

14, 25, 36, 182, 198-200, 202, iZi,  274, 314, 315, 370 

depreciation 42, 300, 303, 307 

mined,  1901-1910 270 

purchases,  1901-1910 20,5- 

264,281,282,288,292,312 
companies  acquired.  12;  table  facing  p.  107;  14,106 
constituent  companies,  cost  to  Steel  Cor- 
poration   112-115, 173-176 

depreciation 24, 

4H3, 62, 292-309, 331, 332 ,  337, 340, 405 

export  business 275 

Hodge  suit  against 36,46,181-183,234,304,376 

income  statements 330-341 

insurance  funds 326,340,407 

iron  ore,  1901 26-36, 203-238 

assumed  period  of  exhaustion 32, 224-226 

depreciation 41, 300, 303, 306-307 

Great  Northern  lease ....  47-48, 260-263, 318-323 

output 32, 225 

See  also  Iron  ore,  United  States  Steel  Cor- 
poration. 

organization 98-110 

organization,  present 273-277 

plants,  construction  since  1901 264-269 

position  in  steel  industry. . .  12, 56-60, 109, 369-382 

profits 51-56, 330-347 

of  ore  railroads 374-375 

on  sales  between  subsidiary  companies . .    309- 
310,332,333,340 

properties 13-14, 109 

stocks  and  bonds,  market  prices  of 242 

stocks  of  constituent  companies,  prices  of. .      20, 

170, 173-176 
underwriters'  profits. . .  38-39, 243-251, 349-368, 401 

from  constituent  companies 176-180, 251 

underwriting  and  syndicate  agreements . .  383-405 
value  of  properties,  methods  of  estimate  by 

Bmeau 15, 116 

United  States  Steel  Products  Company 275, 410 

Universal  Portland  Cement  Company 266,267 

Value  of  property,  increased  by  elimination 

of  competition 15, 

36, 210-215, 243, 243, 311, 315, 316, 325 

investment  distinguished  from 278 

See  also  Merger  value;  Prices. 
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Vessels,  American  Steeland  Wire  Company.  92,131 

Bessemer  Steamship  Company 94,195,196 

Carnegie  interests 86, 157, 159 

Federal  Steel  Company 87, 89 

National  Steel  Company 90,195,196 

Pittsburg  Steamship  Company 158,195 

Steel  Corporation 13,24-25,194^197,234 

depreciation 301, 308 

See  also  Transportation  properties. 
Virginia  Iron,  Coal  and  Coke  Company,  cap 

italization 81 
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Water.    See  Capitalization;     Overcapitaliza- 
tion;  Stock,  relation  to  assets. 
Wheels,  car,  output,  Steel  Corporation,  1901- 

1910 271 

Wire-nail  interests,  proposed  consolidation..       76 

Wire-nail  pool 72-73 

Wire,  wire  nails,  and  wire  rods,  output,  1901- 

1910 271, 360-365, 372 

Woodbridge,  Dwight  E.,  data  on  royalty  and 

bonus  payments  on  ore  leases ^  221 

Works,  iron  and  steel.  See  Plants;  also,  under 
the  names  of  companies,  assets. 
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Department  of  Commerce  and  Labor, 

Office  of  the  Secretary, 
Washington,  January  22,  1912. 
Sir:  I  have  the  honor  to  transmit  herewith  Part  II  of  the  Report 
of  the  Commissioner  of  Corporations  on  the  Steel  Industry,  being  in 
the  nature  of  a  prehmmary  report  and  deahng  with  the  cost  of  pro- 
duction in  the  steel  industry. 

Respectfully,  Charles  Nagel, 

Secretary. 
The  President. 


Department  of  Commerce  and  Labor, 

Bureau  of  Corporations, 
Washington,  January  22,  1912. 
Sir:  I  have  the  honor  to  transmit  herewith  Part  II  of  a  Report 
on  the  Steel  Industry,  made  to  the  President  under  your  direction 
and  in  accordance  with  the  law  creating  the  Bureau  of  Corporations. 
This  is  in  the  nature  of  a  preliminary  report,  and  deals  with  the  cost 
of  production  in  the  steel  industry. 

I  desire  to  mention  as  especially  contributing,  under  my  direction, 
to  the  preparation  of  this  part  the  name  of  Mr.  Francis  Walker,  one 
of  my  assistants. 

Very  respectfully,  Herbert  Knox  Smith, 

Commissioner. 
To  Hon.  Charles  Nagel, 

Secretary  of  Co  tamer  ce  and  Labor. 
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Department  of  Commerce  and  Labor, 

Bureau  of  Corporations, 
Washington,  January  22,  1912. 

Sir:  I  have  the  honor  to  submit  a  report  on  the  cost  of  production 
of  iron  and  steel. 

The  cost  of  steel  making  is  a  basic  industrial  fact,  which  bears  on 
tariff  legislation,  prices  and  profits  in  a  great  industry,  and  the  con- 
centrated control  of  a  great  natural  resource. 

The  Bureau  has  used  the  actual  records  of  companies  covering, 
roughly,  two-thirds  of  the  country's  production  of  iron  and  steel  for 
1902  to  1906.  These  data  are  most  complete.  More  limited  figures 
for  1902  to  1910  make  it  clear  that  these  five-year  figures  substan- 
tially represent  present  conditions  also. 

The  costs  of  the  United  States  Steel  Corporation  for  the  chief 
materials  and  products  are  also  given  for  1910. 

During  1902  to  1906  the  steel  industry  was  based  on  Lake  ore,  but 
very  low  costs  for  Southern  pig  iron  appear  in  the  report. 

"book  costs"  and  "intercompany"  profits. 

Many  of  these  companies  were  highly  "integrated;"  that  is,  they 
linked  up  under  one  control,  through  various  subsidiaries,  ore  mines, 
blastfurnaces,  steel  works,  etc.  Their  "cost  sheets,"  however,  did 
not  correspond  with  this  integration.  The  costs  of  each  subsidiary 
were  shown  as  though  it  were  independent,  and  included  profits  paid 
to  other  subsidiaries.  To  illustrate,  one  subsidiary  of  a  combination, 
operating  blast  furnaces,  would  pay  to  another  subsidiary,  which  mined 
ore,  a  price  for  ore  that  included  a  profit  to  the  ore  company.  This 
price  would,  however,  be  entered  by  the  furnace  company  as  a  part 
of  its  costs.  That  is,  they  were  "book  costs,"  and  they  included  con- 
siderable profits  really  received  by  the  same  interests. 

These  intermediate  profits  are  very  important,  For  example,  the 
average  "book  cost"  of  Bessemer  pig  iron  over«the  five-year  period 
was  $13.89  per  ton.  "Transfer"  profits  were  $1.79,  leaving  a  net 
cost  of  $12.10.  (Gross  tons  are  used  throughout,  except  where  other- 
wise specified.) 

The  Bureau  deducted  these  intermediate  "transfer"  profits  for 
all  the  important  simpler  products.  The  resulting  "revised  cost" 
must,  however,  be  handled  with  great  caution.  The  margin  between 
this  revised  cost  and  the  selling  price  is,  of  course,  much  larger  than 
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the  margin  over  the  "book  cost ; "  but,  on  the  other  hand,  that  larger 
margin  must  cover  all  the  stages  of  production,  and  therefore  a  much 
larger  investment.  The  profit  above  the  "book  cost"  of  a  subsid- 
iary is  to  be  applied  simply  to  the  investment  of  that  company.  On 
the  other  hand,  the  profit  above  the  revised  cost  of  an  integrated 
company,  carrying  through  many  stages  of  production,  must  he  set 
against  that  entire  investment. 

The  Bureau  has  presented  the  cost  data,  combined  for  a  number 
of  companies,  in  two  forms  for  each  product:  (1)  It  gives  first  the 
average  book  cost  thereof;  (2)  it  has  then  deducted  the  average 
intermediate  "transfer"  profits,  thus  showiagthe  revised  cost. 

One  of  these  companies,  the  United  States  Steel  Corporation  (here- 
after referred  to  as  the  Steel  Corporation),  has  also  large  intercom- 
pany profits  on  transportation,  chiefly  in  carrying  its  ore  on  its  own 
railroads.  In  the  Steel  Corporation's  costs,  which  are  given  later, 
these  "transportation"  profits  are  also  deducted;  but  not  here. 
Only  the  Steel  Corporation  has  such  profits  to  any  considerable 
degree,  and  to  deduct  them  in  the  present  combined  figures  would 
give  an  average  for  all  companies  which  would  be  true  neither  for 
the  Steel  Corporation  nor  for  the  other  concerns. 

Cumulative  effect  of  cost  of  ore. — A  fundamental  fact  is  the 
cost  and  profit  on  ore.  Ore  is  the  raw  material  for  iron  and  steel,  and 
its  costs  have  an  underlying  and  cumulative  efl'ect  through  aU  stages 
of  production  and  ultimately  on  the  prices  of  the  finished  product. 
The  report  shows  that  there  were  high  intermediate  profits  on  ore 
going  into  pig  iron,  with  marked  cumulative  effect  on  all  finished 
products. 

cost  of  steel  hails. 

It  is  impossible  to  give  here  the  detailed  cost  figures  of  the  full 
report.  Simply  the  general  principles  are  stated,  the  nature  of  the 
information,  and  its  more  striking  relations  to  the  public  interest. 
An  illuminating  view  of  costs  in  general,  however,  can  be  had  from 
an  outliae  of  steel-rail  production  and  costs. 

Starting  with  the  chief  raw  materials,  ore  and  coke,  the  "book 
cost"  of  ore  for  the  five-year  period  was  12.64.  The  only  "transfer" 
profit  in  the  cost  o^  ore  itself  was  an  intercompany  royalty  of  $0.02 
per  ton,  leaving  a  net  average  cost  of  ore  of  $2.62. 

For  Connellsville  coke,  the  principal  kind  used,  the  cost  was  $1.43 
(net  ton) ,  with  no  intermediate  profits. 

Passing  now  to  the  next  step,  Bessemer  pig  iron.  Intermediate 
profits  in  ore  and  in  coke,  as  they  go  into  pig  iron,  are  large.  Fur- 
thermore, these  costs,  profits,  and  fre^hts  to  the  furnace  are  multi- 
plied because  it  takes  about  1.8  tons  of  Bessemer  ore  and  over  1  net 
ton  of  coke  for  1  ton  of  pig  iron.     The  average  book  cost  of  the  ore 
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for  1  ton  of  pig  iron  was  $7.36;  coke,  $3.81;  and  limestone,  $0.43. 
The  so-called  "cost  above  materials,"  necessary  for  converting  that 
ore  into  pig  iron,  was:  Labor,  $0.73;  other  operating  cost,  $0.80;  and 
depreciation  and  general  expense,  $0.76.  The  total  makes  a  book 
cost  of  pig  iron  of  $13.89.  Taking  out  now  the  transfer  profit,  $1.79, 
there  is  left  a  net  cost  of  $12.10. 

Advancing  to  Bessemer  rail  ingots,  there  appears  a  book  cost  of 
$17.59.  All  the  preceding  intermediate  profits,  however,  have  been 
carried  forward  in  the  book  cost  of  the  raw  material,  pig  iron.  Thus, 
the  total  "transfer"  profits  for  ingots  were  $1.84,  leaving  a  net  ingot 
cost  of  $15.75. 

For  heavy  Bessemer  rails,  finally,  the  book  cost  was  $21.27. 
This  is  based  on  the  book  cost  of  ingots.  The  final  transfer  profits 
were  $2.47.  Deducting  these  leaves  $18.80  as  the  revised  cost.  The 
total  difference  is  thus  a  very  considerable  amount.  About  one-fourth 
of  this  revised  cost  was  for  labor  in  all  stages  of  production,  as 
appearing  directly  in  the  cost  sheets. 

In  the  text,  the  general  principles  and  form  of  presentation  for 
other  products  are  the  same  as  for  rails. 

Rail  investment. — The  relation  of  these  integration  profits  to 
entire  integration  investment  may  be  roughly  illustrated  here.  The 
price  of  Bessemer  steel  rails  has  been  fixed  for  over  10  years  at 
about  $28  a  ton.  The  cost,  ehminating  transfer  (but  not  transporta- 
tion) profits,  is  $18.80  per  ton.  This  leaves  a  margin  of  $9.20. 
The  total  mining  and  manufacturing  investment  (excluding  trans- 
portation properties)  actually  behind  this  steel-rail  production,  from 
ore  to  rails,  is  from  $80  to  $55  a  ton.  On  this  investment  the  margin, 
$9.20,  represents  a  profit  of  from  about  11  to  17  per  cent.  The 
margin  between  revised  cost  and  price  must  in  this  way  be  distrib- 
uted over  the  entire  investment  thus  attributable  to  the  product  in 
question. 

Large  and  small  companies — Billets. — A  significant  fact  is  the 
difference  between  the  costs  of  large  companies,  wliich  are  well  inte- 
grated, and  small  companies,  which  are  not.  A  good  example  here  is 
Bessemer  billets.  In  this  product  intermediate  profits  have  also  accu- 
mulated through  ore,  coke,  pig  iron,  etc.  For  the  group  of  large 
companies  the  book  cost  of  billets  was  $19.89;  for  small  companies, 
$22.54.  The  difference  was  $2.65.  But  now  taking  out  transfer 
profits,  the  cost  for  large  companies  was  $17.56,  and  for  small  com- 
panies $21.69,  a  difference  of  $4.13  between  the  two.  The  large  com- 
panies represented  here  included  the  Steel  Corporation,  the  Republic, 
Lackawanna,  and  Jones  &  Laughlin  steel  companies. 

Part  of  this  difference  in  favor  of  large  companies  must,  of  course, 
cover  a  greater  investment,  due  to  higher  integration;  part  is  due  to 
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superior  efficiency  resulting  from  such  integration;  but  part  repre- 
sents also  monopolistic  control,  especially  in  ore. 

In  so  far  as  this  difference  means  a  larger  per  cent  of  return  on 
each  dollar  of  investment,  it  is  a  real  difference  in  industrial  position 
between  the  two  groups.  This  difference  must  be  considered  in  any 
public  action  affecting  both  classes  of  companies. 

Other  products. — The  Bureau  has  not  attempted  to  revise  these 
costs  beyond  the  simpler  finished  products.  As  the  elaboration 
increased,  the  difficulties  of  revision  increased  disproportionately. 
The  chief  intermediate  profits,  however,  are  in  the  raw  materials, 
ore  and  coke,  and  certainly  largely  included  in  the  pig  iron.  Accord- 
ingly, they  are  necessarily  carried  forward  into  all  finished  steel 
products. 

A  broad  survey  of  "book  costs"  of  steel  products  can,  however, 
be  obtained  from  the  following  table.  These  costs  have  not  ieen  re- 
vised, and  therefore  include  considerable  transfer  profits. 


UNREVISED  BOOK  COSTS. 


Products. 

Total 
cost. 

Products. 

Total 
cost. 

$20.87 
21.82 
26.52 
28.12 

127.21 

B"ght-  onar^o.  ixrirA  (npt.  tons) 

29.12 

Black  sheets  (net  tons) 

39.37 

71.23 

INTEGRATION    COSTS    OF   UNITED    STATES    STEEL    CORPORATION. 

For  the  foregoing  combined  costs  of  a  number  of  concerns  the 
Bureau  computed  the  revised  costs.  But  for  the  Steel  Corporation 
the  Bureau  received,  from  the  Corporation  itself,  its  book  costs  of 
various  products  and  the  record  which  it  kept  of  its  own  intermediate 
profits  on  such  products  for  the  year  1910. 

Its  intermediate  profits  are  the  highest  and  its  net  costs  are  the 
lowest.  This  fact,  and  its  unique  character  and  dominating  position, 
make  the  costs  of  this  Corporation  a  matter  of  public  importance. 

The  Steel  Corporation  is  by  far  the  most  highly  integrated  concern 
in  the  industry.  It  not  only  makes  pig  iron,  steel,  and  most  of  the 
various  rolled  products,  besides  some  more  elaborated  articles,  but  it 
also  mines  its  own  ore  and  coal,  produces  its  ovni  coke,  and  does  all 
this  more  completely  than  any  competitor.  Finally,  it  links  up  its 
ore  mines  with  its  furnaces  by  its  own  rail  and  vessel  lines  and  dock 
companies.  In  its  control  of  ore  railroads,  both  north  and  south  of 
the  Lakes,  it  stands  in  a  class  by  itself.  For  this  reason  its  ' '  trans- 
portation" profits,  as  well  as  transfer  profits,  are  here  deducted  to 
show  its  net  or  "integration"  costs. 
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The  results  of  this  integration  and  of  the  Corporation's  position  in 
the  industry  are  shown  by  its  total  integration  costs,  as  follows : 

Integration  cost  of  ore,  when  mined  and  transported  to  lower  Lake 
ports,  $2.40.     The  book  cost  was  $2.88. 

Bessemer  pig  iron,- integration  cost,  $10.21.  The  book  cost  was 
$14.39.  Included  in  both  cases  is  an  item  of  general  expense  and 
depreciation — "additional  costs" — approximated  at  $0.50. 

Bessemer  rail  ingots,  integration  cost,  $12.77.  Book  cost,  $17.45. 
(Including  in  both  cases  "additional  costs"  approximated  at  $0.60.) 

Heavy  standard  Bessemer  raUs,  integration  cost,  $16.67.  Book 
cost,  $21.53.  (Including  in  both  cases  "additional  costs"  approx- 
imated at  $1.30.)  The  difference  here,  $4.86,  is  about  equally 
divided  between  transportation  profit  and  transfer  profit.  This 
division  for  rails  gives  a  general  idea  of  the  importance  of  transpor- 
tation profits. 

These  integration  costs  are  the  lowest  in  the  domestic  industry. 
They  can  not,  however,  be  compared  with  the  combined  figures  pre- 
viously given  for  1902  to  1906,  because  of  the  difference  in  the  kinds 
of  profit  eliminated,  the  difference  in  dates,  and  the  difference  in 
companies. 

The  intermediate  profits  whicfi  were  eliminated  to  reach  these  low 
costs  are  the  largest  per  ton  in  the  industry.  But  they  must  be  set 
against  the  most  extensive  investment  per  ton  of  product.  The  mar- 
gin between  these  costs  and  selling  prices  must  cover  a  return  on  all 
the  agencies  of  mining,  transportation,  and  manufacture,  from  the  ore 
and  coal  to  the  finished  product. 

PROFITS    ON    RAILROADS    AND    ORE    RESERVES. 

The  most  significant  profits  were  those  on  ore  and  on  railroad  trans- 
portation. In  so  far  as  the  Steel  Corporation  enjoys  monopolistic 
power,  it  lies  chiefly  in  these  two  factors. 

The  Bureau's  revisions  indicate  a  rate  of  profit  of  about  10  per  cent 
(for  the  period  1902  to  1906)  on  the  average  total  investment  of  the 
Steel  Corporation  in  ore  (as  estimated  by  the  Bureau  in  Part  I  of  this 
report,  already  issued) .  Whether  such  a  rate  of  return  is  reasonable  in 
itself  is  not  of  first  importance.  The  essential  fact  is  that  10  per  cent 
profit  is  earned  on  the  whole  ore  holding.  Thus,  while  earning  10  per 
cent,  the  Steel  Corporation  can  also  carry  a  vast  ore  reserve  far  in  excess 
of  its  present  requirements  and  so  large  as  to  have  distinctly  monopo- 
listic features,  can  exercise  on  the  entire  industry  the  undefined  but  real 
power  that  such  concentration  of  the  ultimate  resource  must  give,  and 
can  assure  itself  of  the  certain  increment  of  value  that  will  inevitably 
occur  with  the  diminishing  of  our  available  ore  supply  so  long  as 
the  existing  conditions  of  concentration  are  allowed  to  continue. 
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The  ore  rates  on  its  two  ore  railroads  have  been  excessive.  In 
so  far  as  they  exceed  a  reasonable  return,  they  not  only  benefit  the 
Corporation  by  a  high  profit  on  the  ore  of  other  shippers,  but  corre- 
spondingly handicap  the  business  of  such  competitors,  who  must 
ship  over  these  roads.  These  rates  were  reduced  in  November,  1911. 
Such  control  of  public  agencies  of  transportation  by  an  industrial 
corporation  carries  with  it  just  such  possibilities  of  abuse,  and  raises 
the  question  whether  the  public  interest  in  this  industry  does  not 
require  a  segregation  of  the  ore  railroads  of  the  Steel  Corporation. 
Very  respectfully, 

Heebeet  Knox  Smith, 

Commissioner  of  Corporations. 
The  Peesident. 


REPORT  OF  THE  COMMISSIONER  OF  CORPORATIONS 
ON  THE  STEEL  INDUSTRY. 


Part  n COST  OF  PRODUCTION  (PRELIMINARY  REPORT). 


CHAPTER  I. 


STJMMAEY  OF  EESUITS. 


Certain  salient  points  are  brought  out  by  this  investigation  of  costs. 
These  points  will  be  discussed  in  detail,  but  for  convenience  are  here 
stated  in  summary  form,  as  follows: 

1.  That  co^t  statements  for  iron  and  steel  products  vary  greatly  on 
account  of  differences  in  scope  of  operations  and  in  legal  organiza- 
tion and  accounting  methods  of  different  companies.  Therefore,  the 
statement  and  use  of  such  cost  data  require  the  most  careful  discrim- 
ination. 

2.  That  the  "book  costs"  of  highly  integrated  concerns  (that  is, 
those  companies  which  link  up  under  one  control  successive  stages  of 
production  of  materials  and  finished  commodities)  are  not  net  costs, 
because  they  include  large  items  of  intermediate  profit.  These 
profits  occur  as  the  materials  pass  from  one  stage  of  production 
to  another,  because  these  materials  are  transferred  from  one  depart- 
ment or  subsidiary  to  another  at  market  prices  or  at  arbitrary 
"transfer"  prices,  instead  of  at  cost. 

3.  That  the  average  costs  differed  greatly,  according  as  such  inter- 
mediate profits  were  included  or  excluded.     For  example: 


Products. 


Cost  in- 
cluding all 
intermedi- 
ate profits. 


Cost  ex- 
cluding in- 
termediate 

transfer 
profits  on 
materials.! 


Lalfeore 

Bessemer  pig  iron 

Large  Bessemer  billets . . 
Bessemer  standard  rails 


$2.64 
13.89 
20.11 
21.27 


J12.10 
17.90 
18.80 


1  This  cost  does  not  exclude,  however,  transportation  profits,  which  are  considerable  in  amount  for  tlie 
Steel  Corporatioil,  as  explained  later.    (See  p.  70.) 
I  No  dlflferenoe  except  tor  a  trifling  amount  of  intercompany  royalty. 
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The  above  are  average  costs  for  companies  having  a  very  large  pro- 
portion of  the  total  production  in  the  United  States  for  the  five 
years  1902  to  1906. 

4.  That  if  all  these  companies  are  divided  into  two  groups — large 
companies  which  were  all  highly  integrated,  and  small  companies 
which  generally  were  not  weU  integrated — the  average  costs  of  the 
two  groups  differed  decidedly.  These  differences  were  more  marked 
when  intermediate  profits  were  excluded.     For  example: 


Products. 


Lake  ore 

Bessemer  pig  iron 

Large  Bessemer  billets., 
Bessemer  standard  rails 


Cost  including  all 
intermediate 
profits. 


Large 
com- 
panies. 


$2.67 
13.86 
19.89 
21.27 


Small 
com- 
panies. 


s$2.49 
14.27 
22.54 


Cost  excluding  in- 
termediate trans- 
fer profits  on  ma- 
terials,! 


Large 
com- 
panies. 


$11.93 
17.66 
18.80 


Small 
com- 
panies. 


(•) 

$14.21 
21.69 


1  Tills  cost  does  not  exclude,  however,  transportation  profits,  wliich  are  considerable  in  amount  for  tbe 
Steel  Corporation,  as  explained  later.    (Seep.  70.) 

2  See  pp.  46-47. 

3  No  difference  except  for  a  trifling  amount  of  intercompany  royalty. 

These  differences  between  the  two  groups  are,  of  course,  largely  due 
to  the  fact  that  the  more  steps  in  production  controlled  by  one  concern 
the  more  intermediate  profits  go  to  that  concern,  instead  of  being  paid 
to  outsiders.  Accordingly,  when  intermediate  profits  are  excluded, 
the  net  cost  for  an  integrated  concern  is  less  than  for  one  not  so  highly 
integrated.  It  should  be  observed  that  the  above  cost  figures  show 
costs  simply  exclusive  of  transfer  profits  on  materials,  and  not  exclu- 
sive of  transportation  profits.  Such  transportation  profits  are 
earned  by  certain  large  companies,  and  above  all  by  the  Steel  Cor- 
poration. 

5.  That  while  highly  integrated  concerns  have  a  lower  net  cost 
than  nonintegrated  concerns,  and  therefore  a  higher  margin  (not  rate) 
of  profit  between  costs  and  prices,  yet,  on  the  other  hand,  being  so 
integrated,  they  have  a  larger  investment  to  be  covered  by  this  mar- 
gin of  profit  over  net  cost. 

6.  That  the  costs  for  this  period  (1902  to  1906,  inclusive)  are  sub- 
stantially representative  of  present  conditions.  This  is  shown  by  a 
comparison  of  costs  for  a  number  of  important  selected  plants  for 
several  products  from  1902  to  1906,  inclusive,  and  for  1910. 

7.  That  the  United  States  Steel  Corporation  has  a  special  advan- 
tage in  cost  of  production  on  account  of  its  more  complete  integra- 
tion, particularly  in  producing  all  the  ore  and  coke  it  uses,  and  in 
ha-\ang  railroads  for  ore  transportation,  which  branches  of  its  business 
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yield  great  profits.  The  costs  of  the  Steel  Corporation  are  especially 
reduced  if  these  intermediate  profits  are  excluded,  as  is  shown  by 
the  following  examples  for  1910: 


Products. 

Book  cost. 

Integrated  cost 
excluding  in- 
tercompany 
profits  on  mate- 
rials and  trans- 
portation. 

Lake  ore 

$2.88 
14.39 
21.53 

{2.40 

Bessemer  pig  iron. 

10.21 

Bessemer  standard  rails 

16. 67 

In  considering  these  integration  costs  of  the  Steel  Corporation  the 
much  more  extensive  and  diversified  investment  of  that  company 
should  also  be  taken  account  of.  The  importance  of  this  investment 
factor  is  clearly  brought  out  in  this  report. 

8.  That  the  indicated  investment  per  ton  of  product  for  Bessemer 
steel  rails  for  the  period  1902  to  1906,  taking  conditions  of  business 
then  prevailing,  ranged  from  $80  to  $55  per  ton  of  rails.  On  the 
basis  of  a  price  of  $28  per  ton  of  rails  the  profit  for  all  companies 
whose  costs  (excluding  transfer  profits  only)  are  shown  above  ($18.80 
per  ton)  would  be  from  11  to  17  per  cent  on  the  investment. 

9.  That  the  prices  of  Lake  ore  have  been  kept  for  many  years  at 
an  unreasonably  high  level  compared  with  the  cost  of  production  and 
the  cost  of  the  investment  in  the  producing  ore  properties.  Conse- 
quently, integrated  concerns,  transferriag  such  ore  to  the  pig-iron 
producing  departments  of  the  business  at  those  high  prices,  necessa- 
rily show  an  unduly  high  book  cost  for  pig  iron  and  for  various  steel 
products  made  from  pig  iron. 

10.  That  this  policy  in  regard  to  ore  prices  has  two  important  results. 
For  companies  selling  ore  it  tends  to  make  remunerative  the  invest- 
ment in  vast  ore  reserves  which  are  not  at  present  utiUzed,  and  to 
unduly  enhance  the  value  of  such  properties.  It  also  tends  to  make 
the  cost  of  iron  ore  excessively  high  to  companies  which  must  pur- 
chase it  in  the  open  market,  and  thus  prevents  them  from  becoming 
effective  competitors  in  pig  iron  or  in  steel  products  made  therefrom. 


CHAPTER  II. 
THE  COST  PROBLEM  AND  SCOPE  OF  REPORT. 

Section  1.  The  importance  of  costs  of  production. 

The  question  of  the  cost  of  production  is  obviously  of  great  public 
interest  in  connection  with  industries  which,  like  the  steel  industry, 
enjoy  the  benefit  of  protective  tariff  duties.  It  is  also  important  in 
connection  with  profits,  particularly  with  respect  to  the  profits  made 
in  the  several  branches ;  that  is,  for  ore,  pig  iron,  and  various  prod- 
ucts of  steel.  This  matter  is  of  special  significance  because  the 
steel  industry  is  based  on  a  natural  resource  the  control  of  which  is 
characterized  by  certain  monopohstic  features. 

As  the  various  iron  and  steel  making  enterprises  differ  in  their 
control  of  such  natural  resources,  their  costs  and  profits  likewise 
naturally  show  large  differences.  The  concern  which  enjoys  very 
large  profits  in  a  prior  stage  of  the  business  which  are  not  enjoyed 
by  a  competitor,  even  though  their  subsequent  costs  for  similar  prod- 
ucts are  substantially  equal,  is  able  to  put  such  competitor  at  a 
great  disadvantage. 

Section  2.  Problem  of  stating  costs  of  production. 

Production  costs  of  various  iron  and  steel  products  and  of  the 
several  raw  materials  differ  widely  for  different  concerns,  not  only 
on  account  of  the  ordinary  variations  in  skill  or  good  fortune  in 
management,  advantages  in  location,  investment,  etc.,  but  also 
particularly  because  of  the  following  two  factors: 

1.  Differences  in  scope  of  operations  or  degree  of  integration. 

2.  Differences  in  legal  organization  and  accounting  practice. 

Differences  in  scope  of  operations  or  integration. — The  dif- 
ferences in  scope  of  operations  of  different  concerns  are  a  fundamental 
fact  which  affects  the  net  or  absolute  costs  of  production.  Some  con- 
cerns are  highly  "  iijtegrated ; "  that  is,  their  operations  cover  the 
production  (and  sometimes  even  the  transportation)  of  the  raw  mate- 
rials, and  the  succeeding  stages  of  manufacture  of  crude  and  finished 
products.  Other  concerns  are  not  integrated  at  all,  or  only  in  a 
comparatively  small  degree.  Such  concerns  must  therefore  pur- 
chase raw  materials — as,  for  example,  ore  and  coke  for  making  pig 
iron,  from  other  producers  at  prices  which  are  generally  considerably 
higher  than  the  cost  of  producing  them.  Other  things  being  equal, 
the  integrated  enterprise  has  therefore  a  lower  cost  of  production 
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than  the  nonmtegrated  enterprise.     On  the  other  hand,  it  has  also, 
of  course,  a  larger  investment. 

It  is  absolutely  essential  to  keep  this  investment  factor  clearly  in 
mind  in  any  study  of  costs.  This  point  can  hardly  be  overempha- 
sized. Costs  and  prices  by  themselves  afford  no  criterion  whatsoever 
for  judging  profits  unless  the  extent  of  the  investment  is  also  taken 
into  consideration;  that  is,  if  a  company  is  highly  integrated,  so 
that  its  business  extends  over  a  large  number  of  steps  in  the  produc- 
tion of  steel,  its  profits  must  also  extend  over  all  its  investment  in 
those  various  processes,  and  should  be  commensurate  with  such 
investment. 

DiFFEKEXCES  IN  LEGAL  ORGANIZATION  AND  ACCOUNTING  PRAC- 
TICE.— The  legal  organization  of  enterprises  has  often  a  very  impor- 
tant effect  on  the  book  costs  of  production,  particularly  if  such 
enterprises  are  highly  integrated.  Concerns  which  embrace  mining 
operations,  transportation,  and  manufacturing  frequently  organize 
separate  companies  for  these  different  branches.  Sometimes  the 
laws  require  such  separation  in  legal  organization,  as,  for  example,  for 
railroads  and  certain  mining  enterprises.  Under  such  conditions  it 
is  usually  the  case  that  the  products  or  services  are  sold  by  one  sub- 
sidiary to  another  subsidiary  at  prevailing  market  prices,  or  at  arbi- 
trary "transfer"  prices,  which  ordinarily  include  a  profit  over  and 
above  the  actual  cost  to  the  first  concern.  Hence,  from  the  stand- 
point of  the  accounts  of  the  subsidiary  company,  it  is  of  course  neces- 
sary to  include  the  prices  thus  paid  in  its  own  general  profit  and  loss 
accounts,  and  likewise,  therefore,  in  its  cost  accounts,  which  when 
correctly  kept  are  an  integral  part  of  the  profit  and  loss  accounts. 
If  these  several  branches  of  the  concern  were  put  under  the  direct 
operation  of  one  company,  there  would  be  no  necessity  for  charging 
market  prices  instead  of  actual  costs.  Nevertheless,  this  is  some- 
times done.  For  example,  a  company  maldng  pig  iron,  crude  steel, 
and  fiiushed  steel  products  may  transfer  its  pig  iron  from  its  blast 
furnaces  to  its  steel-making  department  at  a  price  which  includes  a 
profit,  just  as  though  it  were  selling  it  to  some  outside  interest.  While 
of  course  this  increases  the  book  cost  of  making  steel  on  the  cost 
accounts  of  the  steel  department,  obviously  it  does  not  increase  the 
real  cost  to  the  company  as  a  whole. 

The  costs  as  kept  by  the  various  subsidiaries  of  an  integrated 
organization  may,  for  convenience,  be  referred  to  as  "book  costs"  as 
distinguished  from  revised  costs,  from  which  the  intermediate  or 
so-called  "intercompany"  profits  have  been  ehminated. 

The  differences  in  cost  due  to  the  legal  organization  of  a  given 
concern,  or  group  of  productive  activities  which  belong  to  a  single 
private  interest  or  group,  or  to  merely  technical  differences  in  methods 
of  cost  accounting,  are,  however,  of  little  public  interest,  and  their 
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elimination  shows  what  the  costs  are  for  a  given  enterprise  ta.ken  as 
a  whole,  and  this  is  much  more  significant.  In  fact,  this  is  the  only 
satisfactory  way  of  reaching  a  real  or  significant  cost  in  the  steel 
industry  as  it  now  exists.  Obviously  costs  which  are  affected  by. 
legal  or  arbitrary  divisions  of  one  business  are  likely  to  be  more  or 
less  artificial. 

It  is  evident  that  the  problem  of  cost  of  production  embraces 
two  stages  of  discussion — (1)  book  costs,  the  costs  as  shown  by  the 
accounts  of  the  companies,  and  (2)  net  costs,  i.  e.,  the  costs  after  the 
eUmination  of  intermediate  profits.. 

Section  3.  Signiflcance  of  investment. 

In  whatever  form  the  costs  of  a  concern  are  stated,  the  signifi- 
cance of  the  cost  and  of  the  margins  between  cost  and  selliag  price 
can  not  be  fully  appreciated  without  taking  into  account  the  invest- 
ment in  plant  and  other  capital  utilized  in  that  part  of  the  produc- 
tion for  which  the  cost  is  stated.  Thus,  in  the  case  of  a  concern 
comprising  in  a  single  organization  ore  mines,  coke  works,  and  blast 
furnaces,  the  cost  accounts  for  pig  iron  may  represent  the  net  cost, 
without  any  allowance  for  profit  on  the  ore  or  coke.  Therefore  the 
margin  between  such  cost  and  the  selling  pi-ice  of  pig  iron  would 
constitute  the  return  on  the  investment,  not  only  on  the  blast  furnaces, 
but  also  on  the  ore  mines  and  coke  works.  On  the  other  hand,  in 
the  case  of  an  enterprise  having  separate  companies  for  each  of 
these  stages  of  production,  the  margin  between  its  book  cost  and  the 
selling  price  of  pig  iron  would  state  the  return  on  the  investment  for 
blast  furnaces  only,  because  the  blast-furnace  company  would  take 
over  the  ore  and  coke  at  a  price  that  would  pay  a  profit  to  the  ore 
and  coke  companies.  Assuming  that  in  each  instance  the  technical 
conditions  are  similar,  and  the  operations  are  conducted  with  equal 
efficiency,  it  is  obvious  that  there  should  be  a  larger  margin  ia  the 
case  of  the  first  company  than  in  the  case  of  the  second. 

If  these  intermediate  profits  were  known  to  represent  simply  a  fair 
return  on  the  investment,  there  would  be  perhaps  no  necessity  for 
eliminating  them  (except  for  the  reason  that  not  all  companies  have 
their  costs  computed  on  the  same  basis).  The  conditions  of  compe- 
tition, and  particularly  with  respect  to  the  exploitation  of  natural 
resources  and  the  control  thereof,  might  conceivably  be  such  that  it 
could  be  safely  assumed  that  the  profits  were  reasonable. 

As  a  matter  of  fact,  however,  the  profits  in  certain  branches  of  the 
business,  notably  in  the  production  of  Lake  ore,  are  regarded  by  the 
Bureau  as  unreasonably  high.  Tliis  is  largely  due  to  monopolistic  con- 
trol of  production  and  to  price  understandings  among  ore  producers. 
Hence,  the  only  satisfactory  way  to  present  the  costs  of  pig  iron  and 
products  made  therefrom  is  to  ehminate  any  profit  on  ore  which  enters 
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therein,  and  then  to  present  such  data  as  are  available  for  judging 
what  a  reasonable  profit  would  be. 

Investment  has  an  important  relation  to  cost  and  the  margin  of 
profit  in  another  way,  namely,  where  the  costs  of  two  concerns  for  a 
given  product  start  on  the  same  basis  with  respect  to  the  degree  of 
integration  of  the  enterprise  but  where  one  concern  has  invested 
in  plant  and  equipment  a  much  greater  amount  of  capital  than 
another  concern  of  equal  capacity,  with  a  view  to  reducing  its 
operating  costs,  as,  for  instance,  .in  the  introduction  of  labor-saAong 
devices.  In  this  case  also  the  margin  between  cost  and  price  tends 
to  be  larger,  and  must  necessarily  be  larger,  in  order  to  afford  an  equal 
rate  of  return  to  the  increased  investment. 

Section  4.  Scope  of  tie  cost  statements  in  this  report. 

The  cost  data  obtained  by  the  Bureau  and  the  cost  statements 
presented  in  this  report  may  be  divided  into  three  parts : 

(1)  Cost  statements  for  the  years  1902  to  1906,  inclusive,  which 
relate  to  a  very  large  proportion  of  the  total  production  of  the  United 
States  for  the  chief  raw  materials  and  products  of  the  iron  and  steel 
industry. 

(2)  Cost  statements,  showing  comparative  costs,  for  the  years  1902 
to  1906,  inclusive,  and  for  1910,  for  the  chief  raw  materials,  and  for 
pig  iron,  and  selected  steel  products,  at  a  number  of  typical  and 
important  plants.  For  ore  the  average  costs  are  shown  for  the  years 
1902  to  1910,  inclusive. 

(3)  Cost  statement  for  the  year  1910  for  the  Steel  Corporation,  for 
the  chief  raw  materials,  pig  iron,  and  certain  steel  products. 

The  first  statement  gives  a  broad  view  of  the  costs  in  the  industry 
as  a  whole  over  a  considerable  period  of  time.  On  account  of  its 
elaborate  character  it  was  impracticable  to  bring  it  down  to  date. 
It  shows  the  costs  as  given  on  the  books  of  account  for  raw  mate- 
rials, pig  iron,  and  selected  steel  products.  It  shows  also  the  costs 
after  the  ehmination  of  intermediate  transfer  profits  (but  not  inter- 
mediate transportation  profits;  see  p.  70),  with  respect  to  raw 
materials,  pig  iron,  and  selected  steel  products.  It  also  distinguishes 
the  costs  of  the  larger  and  well-integrated  companies  (for  which  such 
profit  eliminations  are  important). from  the  costs  of  the  smaller  com- 
panies. 

The  second  statement  shows  the  relative  position  of  costs  as  between 
1902  to  1906  and  1910.  Although  not  representative  of  the  average 
costs  for  the  industry  as  a  whole,  it  affords  a  fair  basis  for  determining 
whether  there  have  been  any  essential  changes  in  the  conditions  of 
production  in  recent  years  which  would  affect  the  representative  char- 
acter of  the  average  costs  for  1902  to  1906  given  in  the  first  statement. 
As  this  statement  is  used  for  comparative  purposes  only,  the  costs  are 
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shown  as  given  on  the  books  of  account  without  the  elimination  of 
intermediate  profits.  Its  value  for  comparisons  lies  not  so  much  in 
the  final  costs  of  the  manufactured  products  as  in  the  costs  of  raw 
materials  (ore  and  coke)  and  in  the  "cost  above  materials"  of  manu- 
factured products.  The  term  "cost  above  materials "  is  the  technical 
term  for  all  the  operating  costs  except  the  raw  material  used  in  the 
process  in  question,  and  will  be  used  in  that  sense  in  this  report. 

The  third  statement  shows  the  position  of  the  United  States  Steel 
Corporation  in  1910  with  respect  to  cost  of  production.  The  costs 
of  this  company  are  given  as  shown  by  the  books  of  account,  and  also 
after  the  elimination  of  approximate  intercompany  profits,  as  shown 
by  the  records  of  the  Corporation.  In  this  case  intermediate  trans- 
portation profits  on  materials  as  well  as  transfer  profits  are  ehmi- 
nated.  The  costs  of  the  Steel  Corporation  are  the  only  ones  given 
for  an  individual  company,  and  this  distinction  is  made  simply  on 
account  of  its  unique  position  in  the  industry,  particularly  with 
respect  to  the  supply  of  raw  materials  and  the  facihties  for  trans- 
porting them. 

The  Bureau  made  a  comprehensive  investigation  into  the  costs  of 
the  raw  materials  and  finished  products  of  the  iron  and  steel  industry 
in  the  United  States,  the  principal  results  of  which  are  presented  in 
this  report.  It  also  attempted  to  get  similar  costs  of  manufacture 
in  the  chief  foreign  producing  countries,  but  while  much  information 
of  a  general  character  was  obtained  relating  to  the  subject  it  was 
found  impossible  to  obtain  any  comprehensive  information  as  to  the 
costs  as  shown  directly  on  the  books  of  account. 

The  cost  sheets  and  other  statements  relating  thereto  which  were 
furnished  by  the  concerns  whose  costs  are  discussed  in  this  report 
were  verified  by  an  examination  of  their  books  of  account. 


CHAPTER  III. 

AVERAGE  BOOK  COSTS  OF  CHIEF  RAW  MATERIALS  AND  PROD- 
UCTS OF  IRON  AND  STEEL,  1902-1906. 


Section  1.  Extent  and  character  of  data. 

The  first  of  the  two  forms  of  statement  for  1902  to  1906  is  now  to 
be  presented,  that  of  the  book  costs.  The  cost  data  for  this  period 
cover,  with  but  few  exceptions,  from  70  to  90  per  cent,  or  more,  of 
the  total  United  States  production  of  the  respective  products  dis- 
cussed, as  follows: 

Table  1.— COMPAEISON  OF  TONNAGES  OF  PRODUCTION  OF  SPECIFIED  RAW  MATE- 
RIALS AND  PRODUCTS  COVERED  BY  THE  COST  STATEMENTS,  WITH  TOTAL  TON- 
NAGES PRODUCED  IN  THE  UNITED  STATES,  1902-1906.> 

[Gross  tons.] 


Products. 


Total  ton- 
nage pro- 
duced in  the 
United 
States. 


Total  tonnage 
covered  by 
cost  state- 
ments. 


Per 
cent 
covered 
by  cost 
state- 
ments. 


Lake  Superior  ore 

Total  ore 

Coke  (net  tons) 

Bessemer  pig  iron 

Basic  pig  iron 

Total  pig  iron  (including  ferro  and  spiegel).. . 

Bessemer  ingots 

Basic  open-hearth  ingots 

Total  steel  ingots 

Large  and  small  Bessemer  biUets ' 

Heavy  steel  rails ' 

Plates  and  sheets 

Structural  shapes 

W  ire  rods 

Black  plates  (included  in  plates  and  sheets)., 
Tin  and  teme  plates 


144, 
188, 
142, 
65, 
15, 

m 

48, 
30, 
83, 


950,375 
493,634 
969,463 
729,369 
686,273 
627, 163 
706, 135 
946,392 
766,238 


291,041 
400,858 
124,576 
457,078 
412,630 
369,270 


100,208,728 

126,980,827 

72,963,407 

51,902,699 

9,573,539 

08,333,635 

48,586,761 

24,731,706 

75,228,009 

20,694,739 

14,020,303 

10,670,397 

4,417,872 

6,867,310 

2,091,615 

1,714,464 


73.3 
07.4 
61.0 
93.1 
01. 0 
67.9 
99.8 
79.9 
89.8 


98.1 
69.3 
62.0 
81.2 
86.7 
72.4 


1  The  figures  o£  production  in  the  United  States,  except  in  the  case  ol  ore  and  coke,  are  those  reported 
by  the  American  Iron  &  Steel  Association. 

^Statistics  of  the  country's  total  production  of  billets  are  not  available.  It  is  believed,  however,  that 
the  Bureau's  cost  data  for  Bessemer  billets  cover  over  90  per  cent  of  the  total  production  of  the  country 
during  the  period  stated. 

>  The  production  of  heavy  rails,  as  given  by  the  American  Iron  &  Steel  Association,  includes  a  small 
quantity  of  girder  rails,  while  that  reported  in  cost  statements  for  the  Bureau  includes  no  girder  rails,  but 
docs  include  a  small  tonnage  of  light  rails.  Owing  to  these  differences  in  classification,  the  exact  per- 
centage for  standard  rails  can  not  be  computed,  but  practically  100  per  cent  of  the  production  of  such  rails 
is  covered  by  the  Bureau's  figures. 

These  percentages  for  ore,  coke,  and  total  pig  iron  are  somewhat 
misleading  if  apphed  to  the  steel  industry  proper,  since  a  considerable 
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part  of  the  total  tonnage  of  these  products  was  not  used  to  make  steel. 
Thus,  a  part  of  the  total  production  of  ore  was  used  for  the  manufac- 
ture of  foundry  iron,  and  in  the  case  of  Southern  ore  from  1902  to 
1906  hardly  any  at  all  for  the  manufacture  of  steel.  Similarly,  a  large 
amount  of  the  total  production  of  pig  iron  was  used  for  foundry  pur- 
poses and  not  for  the  manufacture  of  steel  products.  The  total  pro- 
duction of  coke  included,  of  course,  very  large  quantities  not  utilized 
in  the  iron  and  steel  industry  at  all,  wliich  explains  the  exceptionally 
low  percentage  for  that  product.  Of  coke  used  in  iron  and  steel 
manufacture,  the  cost  data  obtained  by  the  Bureau  probably  repre- 
sent about  60  per  cent. 

For  Bessemer  pig  iron  and  Bessemer  ingots,  which  were  the  chief 
basis  of  steel  manufacture  from  1902  to  1906,  and  also  for  steel  rails, 
practically  the  total  output  of  the  country  was  included  in  the  cost 
statements,  while  for  most  other  important  branches  of  steel  produc- 
tion the  proportion  included  was  two-thirds  or  more  of  the  total. 

The  companies  whose  costs  are  comprised  in  these  cost  statements 
include  the  United  States  Steel  Corporation  (referred  to  hereinaftei- 
as  the  Steel  Corporation  or  the  Corporation)  and  all  the  large  steel- 
making  companies  (with  one  or  two  exceptions)  which  are  chiefly 
engaged  in  making  ordinary  commercial  products  of  steel.  A  con- 
siderable number  of  concerns  of  lesser  importance,  including  some  of 
distinctly  small  operations,  are  likewise  embraced  in  the  cost  averages. 

In  furnishing  their  costs  the  several  companies  generally  rendered 
statements  showing  simply  the  mine,  furnace,  or  mill  costs,  which 
often  included,  as  already  explained  above,  various  intermediate  profits 
for  materials  produced  by  the  same  interests  and  taken  over  at  market 
prices  or  at  arbitrary  transfer  prices  instead  of  at  cost.  Their  costs  as 
reported  generally  did  not  include,  however,  an  allocation  of  general 
expenses  and  general  depreciation  of  the  several  companies  to  their 
respective  costs  for  particular  products.  These  undistributed 
expenses  were  shown  in  their  profit  and  loss  accounts.  The  Bureau 
allowed  for  and  included  these  items  of  "additional  cost"  not  shown 
in  the  regular  Gost  sheets.  These  items,  except  for  the  ore  and 
coke  companies,  could  not  be  allocated  to  particular  products  of 
such  companies  according  to  any  perfect  rule;  but  the  plan  adopted 
by  the  Bureau  was  to  increase  the  mill  costs  of  the  several  products 
in  the  same  proportion  as  such  additional  costs  increased  the  total 
manufacturing  and  producing  costs  of  the  several  companies  for 
all  products.  While  this  method  tends  to  give  an  appearance  of 
excessive  additional  costs — as,  for  example,  depreciation— for  the 
more  highly  manufactured  products,  this  is  not  really  the  case, 
because  this  figure  is  for  each  successive  product  a  cumulative  one 
and  covers  all  the  depreciation  allowances  for  previous  stages  of 
production  not  comprised  in  the  cost  of  the  material  as  given  in  the 
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cost  sheet  for  the  product  in  question.  This  point,  however,  can  be 
better  explained  later  on  when  these  additional  costs  are  shown. 

On  the  other  hand,  there  is  no  doubt  that  an  arbitrary  rule  of  this 
character  does  not  give  very  satisfactory  results  in  allocating  the 
expenses  and  depreciation  really  incurred  with  respect  to  particular 
products.  The  merits  of  this  method  will  be  discussed  in  more  detail 
later.  (Cf.  p.  24.)  At  this  place  it  is  desirable  to  point  out  the  ad- 
vantage of  it,  namely,  that  it  is  simple  and  automatically  provides 
that  all  these  actual  expenses  or  charges  to  depreciation  shall  be  cov- 
ered in  the  statements  of  cost.  It  does  not  preclude,  however,  the 
use  of  estimates  for  such  additional  costs  based  on  normal  experience 
rather  than  on  a  mathematical  rule. 

The  cost  of  a  product  so  arrived  at  is  referred  to  in  this  report  as  the 
total  cost  to  distinguish  it  from  the  mine,  furnace,  or  mill  cost. 

In  connection  with  the  costs  of  production  of  the  several  raw  mate- 
rials and  products,  the  Bureau  also  obtained,  from  the  several  com- 
panies which  reported,  profit  and  loss  statements  showing  the  aver- 
age proceeds  of  sale  or  transfer,  together  with  the  profit  thereon. 
While  this  material  incidentally  furnishes  another  and  usually 
slightly  differing  figure  of  cost  (due  chiefly  to  the  fact  that  the 
quantities  in  question  are  not  exactly  the  same),  it  is  chiefly  impor- 
tant in  what  it  shows  regarding  the  rate  and  amount  of  proflt  on  the 
products  of  each  of  the  several  stages  of  production.  The  "addi- 
tional costs"  already  described  were  used  by  the  Bureau  in  the  same 
manner  to  increase  the  reported  cost  of  sales  as  to  increase  the  mill 
costs. 

The  costs  for  the  period  1902  to  1906  are  given  herein  invariably 
by  the  method  of  true  averages  for  the  companies  whose  costs  are 
combined;  i.  e.,  the  amounts  of  every  item  of  cost  are  added  together 
and  divided  by  the  total  quantity  of  the  product  to  get  the  cost  per 
ton,  whether  for  items  of  cost  or  total  costs. 

The  cost  sheets  as  furnished  by  the  several  companies  were,  of 
course,  by  no  means  uniform  with  respect  to  classification  of  items. 
Most  of  them  also  showed  the  items  in  far  too  great  detail  for  the  pur- 
poses of  this  report.  The  numerous  detail  items  were  grouped  by  the 
Bureau,  therefore,  under  a  comparatively  few  simple  heads.  The 
full  text  of  this  report  wfll  discuss  these  items  in  some  detail,  at  least 
for  the  chief  raw  materials  and  products.  But  it  is  impossible  to  give 
any  consideration  to  such  details  in  this  summary  except  with  respect 
to  a  few  fundamental  facts,  necessary  for  a  proper  understanding  of 
the  data  presented,  particularly  in  the  elimination  of  intermediate 
profits  from  costs  of  production. 

However,  in  order  to  make  clear  the  detailed  character  of  the  infor- 
mation furnished  by  the  several  companies,  a  typical  cost  sheet  of  one 
company  for  a  single  product  is  given  below.     This  cost  sheet  is  not 
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given  for  a  single  blast  furnace,  but  for  a  group  of  furnaces  at  a  single 
plant.  The  title  of  the  cost  sheet  has,  therefore,  been  slightly  changed. 
Furthermore,  in  place  of  the  description  of  ores  given  in  the  original 
cost  sheet,  the  letters  A,  B,  C,  etc.,  have  been  substituted  in  order 
not  to  reveal  the  identity  of  the  company  whose  pig-iron  cost  is 
stated.  Again,  certain  items  appear  in  red  ink  in  the  original,  but 
are  shown  in  bold-face  type  here. 


-COMPANY. 


[Typical  cost  sheet;  to  show  form  only.] 

-  FUENACE  PLANT.    COST  OF  PRODUCING  BESSEMER  PIG  IRON 
AT  ALL  FURNACES  DURING  YEAR  191—. 


Items. 
(Mesaba  ores  to  be  entered  separ 

Per  cent 
metallic 
contents. 

Gross 
tons. 

Price. 

Amount. 

Material  per  ton. 

Cost  per 

rately  from  other  ores  and  to- 
tals of  each  shown  in  red  ink. ) 

Pounds. 

Percent. 

ton. 

A ore. . 

131,784 

349,041 

46 

55,606 

29,439 

4,046 

47 

14.93 
4.80 
4.30 
4.83 
4.98 
5.25 
4.09 

$649,531.59 

1,675,216.06 

197.  67 

268,358.39 

146,680.67 

21,222.42 

192.13 

B do... 

C do... 

D do... 

E do... 



F do... 

G do... 

Total  Mesaba do... 

570,009 

4.84 

2,761,398.83 

H do... 

60,695 
75,460 
405 
12,004 
29,111 
2,062 
4,157 

5.22 
6.10 
5.93 
4.60 
4.44 
3.15 
5.45 

316,630.29 
460,196.93 
2,403.21 
57,978.40 
129,170.44 
6,455.13 
22,659.62 

I do... 

J do... 

K do... 

L. do... 

M do... 

N do... 

Total  all  other do... 

184,484 

5.40 

995,494.02 

754,493 

4.98 

3,756,892.85 

4,064 

181.43 

$9,034 

Spittings 

3,399 
10,009 

.50 
1.76 

1,699.50 
17,628.17 

Scale 

Total  cinder  and  scale 

13,408 

1.44 

19,327.67 

72 

3.22 

.046 

767,901 

4.92 

3,776,220.52 

4,136 

184.65 

9.080 

4,552 
762 

2,940 
384 

11.56 
12.27 
12.27 
15.19 

52,612.66 
9,347.82 

36,076.95 
5,831.05 

Pig  machine  scrap 

Total  scrap  used 

8,638 

12.02 

103,868.48 

47 

2.08 

250 

Gross  total  metallic  mix- 

776,539 

5.00 

3,880,089.00 

4,183 

186.73 

9.330 

Lightiron  ladle  skulls  and  scrap. 

4,629 

11.51 

53,275.49 

salamanders 

Blast  lumace  runner  scrap 

762 

12.27 

9,349.86 

COST   OF  PKODUCTI0N ^PEEUMINAKY  EEPORT. 
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-  FURNACE  PLANT.    COST  OP  PKODUCING  BESSEMER  PIG  IRON 
AT  ALL  FURNACES  DURING  YEAR  191— .—Continued. 


Items, 

Per  cent 
metallic 
contents. 

Gross 
tons. 

Price. 

Amount. 

Material  per  ton. 

Cost  per 

Pounds. 

Per  cent. 

ton. 

Casting  machine  scrap 

2,940 
384 

$12.27 
14.59 

$36,087.17 

5,602.25 

43.20 

Ofl-grade  iron 

Slagsales 

Less  total  scrap  produced. 

8,715 

11.97 

104,357.97 

47 

2.10 

$0,251 

Net  total  metallic  mix- 

767,824 

4.92 

3,775,731.03 

4,136 

184.63 

9.079 

Coke: 

Comiellsville — 

Lower do 

Pnn.ahnnta.'?                    do 

Total  cdke. .  100  per  cent. . 

421,843 
186,526 

3.75 
1.00 

1,680,650.24 
186,542.64 

2,272 
1,005 

101.44 
44.85 

3.801 

TJmft.<?tnnA 

.448 

Total  materials  charged . 

1,376,193 

4.03 

5,542,923.91 

7,413 

330.92 

13.328 

Fuel  for  miscellaneous  purposes: 

Coal gross  tons  . 

37 
30 

1.25 
3.74 

46.43 
112.20 

.001 

Coke  dust 

Wood 

....do  . 

78 

3.10 

242.03 

.001 

Natural  gas cubic  feet 

Total  fuel  for  miscellaneous  purposes. 

400.66 

.002 

Labor: 

Superintendents,  foremen,  clerks,  and 

15,721.40 
62,774.65 
31,057.25 
66,162.50 
14,896.10 
41,804.16 
10,939.26 

.038 

.151 

.075 

Casting 

.159 

All  nt.hAr  prnrlnning  If^hnr 

.036 

.100 

T-H^^Ori"  maintpni^ripp. 

.026 

Total  labor  (enter  in  red  ir 

ik) 

243,355.20 

.586 

Matp.riq.!  in  7wpfl.irs 

37,103.03 
6,178.17 

16,039.45 
7,140.80 

121,507.94 

.089 

.015 

Tools,  lubricants,  and  miscellaneous  sup- 
plies  

.017 

I 

292 

exhibit).                     [coal  eqi 
Purified  gas  for  blowing  engines. 
Steam  and  gas  transfers  (credit) . 
Water 

aivalent. . 

1 

100,326.12 

9,093.87 
12,432.33 
52,696.60 
6,191.43 
1,678.47 

241 

022 

Yard  switching 

.127 
.014 
.004 

Stable  expense 
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-  COMPANY. 


-  FURNACE  PLANT.     COST  OF  PRODUCING  BESSEMER  PIG  IRON 
AT  ALL  FURNACES  DURING  YEAR  191— .—Continued. 


Items. 

Gross 
tons.    . 

Price. 

Amount. 

Material  per  ton. 

Cost  per 

Pounds. 

Per  cent. 

tOil. 

$10,319.47 

JO.  025 

Dry  blast  plant  expense 

General  works  expense 

36,850.18 
74,866.60 
12,476.10 

.089 
.179 
.030 

(^nntin^PTitfnTifl 

Total  cost  above  materials  charged. . 

647,993.78 

1.318 

Creditforsorplus  gas  to  otber  departments. 
Credit 

78,758.06 

.189 

Grand  total  cost 

- 

6,012,159.63 

14.457 

Total  tons  produced,  415,871.    Tons  produced  since  January  1st Average  cost  per  ton  since 

January  1st 

Number  of  days  in  operation,  996.    Cubic  feet  air  blown  per  minute Average  temperature  of 

blast 

Average  tons  per  day,  417.5.    Cubic  feet  air  per  pound  of  coke Average  top  temperature 

Per  cent  iron  produced  with  sulphur  above  .05% Per  cent  iron  produced  mth  siiicon 

above  1.25% 

Average  manganese  in  spiegel %.    Average  manganese  in  ferro  manganese 


Production. 

Tons. 

Per  cent. 

318,811 

76.67 

Pig  iron— sand 

Pig  iron— casting  machine 

"     "      ohUIed 

96,918 

23.30 

"     "      castings . . 

142 

.03 

Total  production 

415,871 

100.0 

% 

Tons  made  on  present 

lining. 
Iron 


pounds 
pounds 


Theoretical  furnace 

yield 66.63% 

Actual      furnace 

yield 54.17%    

Furnace  loss 2.46%    Total. 

Per    cent    Mesaba 

oreused % 

Flue  dust  produced tons. . 

per  ton  of  iron. 
Flue  dust  used tons. . 

per  ton  of  iron. 

Date  furnace  blown  in ,  out 

Cost  Sheet  for  All  Furnaces. 

This  cost  sheet  shows,  of  course,  only  the  furnace  cost,  and  does 
not  contain  any  provision  for  "additional  costs"  mentioned  above. 
It  illustrates  the  great  detail  in  which  such  cost  statements  are 
made.  The  cost  sheets  for  other  products,  such  as  rails,  show  the 
items  of  cost  with  equal  minuteness. 

As  already  stated  (p.  6),  the  average  costs  for  the  five-year  period 
1902  to  1906  are  to  be  summarized,  first,  according  to  the  results 
shown  in  the  cost  sheets  and  accounts  of  the  several  companies,  with 
the  addition  of  general  items  ("additional  cost")  shown  in  the  profit 
and  loss  accounts  (p.  10),  but  without  any  elunination  of  intermediate 
or  mtercompany  profits  arising  at  some  prior  stage  of  production. 
After  considering  these  costs  and  some  of  the  facts  concerning  inter- 
mediate profits,  certain  other  statements  of  cost  are  presented  in 
Chapter  y  showing  the  effect  of  the  elimination  of  intermediate  profits 
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arising  from  the  sale  or  transfer  of  materials  from  one  stage  of  pro- 
duction to  another  within  the  same  concern  (but  not  the  profit  from 
transportation  of  the  materials  used  in  manufacture).  For  this  form 
of  statement  the  average  costs  are  also  distinguished  as  between  large 
companies  and  smaller  companies. 

The  average  total  book  cost — i.  e.,  the  cost  including  aU  additional 
costs  for  general  expense  and  depreciation  and  not  excluding  the  inter- 
mediate profits  on  transfer  or  transportation  of  materials — will  now 
be  summarized  for  the  period  1902  to  1906. 

For  the  chief  raw  materials,  namely,  ore  and  coke,  and  pig  iron,  the 
varying  character  of  the  items  of  cost  make  it  necessary  to  state  the 
costs  separately,  but  the  rolled  steel  products  may  be  conveniently 
combined  in  a  single  table. 

Section  2.  Book  cost  of  ore. 

Lake  oke. — The  cost  of  ore  is  generally  the  prime  cost  in  iron  and 
steel  manufacture.  Taking  the  steel  industry  alone,  during  the 
period  in  question  the  great  bulk  of  the  ore  used  was  that  of  the  Lake 
Superior  region.  The  only  other  important  domestic  source  of  ore 
supply  was  the  South;  but  almost  all  this  ore  was  used,  from  1902 
to  1906,  in  the  production  of  foundry  iron,  for  cast-iron  products. 

The  Lake  Superior  ore  is  mined  in  several  ranges  in  Minnesota, 
Michigan,  and  Wisconsin,  two  important  ranges,  namely,  the  Mesabi 
and  the  Vermihon,  being  located  in  Minnesota,  and  three  ranges, 
namely,  the  Gogebic,  Marquette,  and  Menominee,  being  located  in 
the  northern  peninsula  of  Michigan,  two  of  them  lapping  over  into 
Wisconsin.  The  methods  of  ore  mining  are  in  general  similar  to 
those  for  mining  other  minerals.  It  is  important  to  note,  however, 
that  a  good  deal  of  the  ore  on  the  Mesabi  range  is  mined  from  open 
pits.  The  costs  of  production  at  the  mine  differ  considerably,  on  the 
average,  between  the  Mesabi  Range  on  the  one  hand  and  the  other 
ranges  (which  are  known  as  the  Old  Eanges,  because  they  were  the 
first  in  which  mining  was  developed),  and  it  is  important  to  note  these 
differences  by  ranges.  Moreover,  as  the  ore  is  sold  not  at  the  mine 
but  at  lower  Lake  ports  (e.  g.,  Cleveland,  Chicago,  etc.),  and  as  there 
are  important  differences  between  the  several  ranges  in  the  cost  of 
transportation  to  the  lower  Lake  ports,  it  is  desirable  to  distinguish 
their  costs  at  lower  Lake  ports  also.  This  transportation  cost  is 
comprised  of  (1)  rail  transportation  from  the  mines  to  upper  Lake 
ports  and  (2)  vessel  transportation  from  upper  to  lower  Lake  ports. 
Both  of  these  differ  to  some  extent  for  the  several  ranges. 

The  table  following  shows  the  average  book  cost  of  Lake  ore  at 
lower  Lake  ports,  by  ranges,  for  the  five-year  period  1902  to  1906: 
22299°— PT  2—12 3 
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Table  2.— AVERAGE  BOOK  COST  PER  GROSS  TON  OF  LAKE  SUPERIOR  ORE  AT  LOWER 
LAKE  PORTS,  AS  SHOWN  BY  THE  ORE  COMPANIES'  ACCOUNTS  (INCLUDING 
INTERMEDIATE  PROFITS),  BY  RANGES,  1902-1906. 


Items  of  cost. 

Marquette 
Range. 

Menominee 
Range. 

Gogebic 
Range. 

Vermilion 
Range. 

Mesabi 
Range. 

Total  and 
average. 

12,010,253 

11,368,357 

11,548,988 

6,260,574 

64,484,556 

106,208.72s 

50.79 
.57 
.10 

$0.78 
.58 
.24 

80.78 
.53 
.39 

$0.50 
.44 
.33 

$0.26 
.26 
.26 

$0.45 

.37 

Royalty 

.25 

Cost  at  mine 

1.46 
.30 

.08 

1.60 
.40 
.59 

1.70 
.40 
.77 

1.27 
.99 
.77 

.78 
.80 
.77 

1.07 
.67 

Lake  freight 

.74 

Cost  lower  Lake  ports. . . 
General  charges 

2.44 
.18 

2.59 
.34 

2.87 
.22 

3.03 
.17 

2.35 
.10 

2.48 
16 

2.62 

2.93 

3.09 

3.20 

2.45 

The  average  book  cost  of  Lake  ore  at  lower  Lake  ports  dm-ing  the 
five  years  1902  to  1906  was  $2.64  per  ton.  There  were  considerable 
differences  in  book  cost  for  the  several  ranges. 

The  average  cost  at  mine,  including  royalty,  was  $1.07  per  ton, 
and  ranged  from  $0.78  for  the  Mesabi  to  $1.70  for  the  Gogebic.  The 
average  cost  at  mine  for  the  Old  Ranges  (i.  e.,  all  except  the  Mesabi) 
was  $1.54  per  ton,  the  average  royalty  being  $0.25  per  ton,  or  almost 
the  same  as  for  the  ^lesabi,  wliich  was  $0.26. 

The  Mesabi  range  enj()3^ed,  therefore,  a  large  advantage  in  respect 
to  cost  at  mine,  but  its  transportation  costs  were  higher  than  any  of 
the  Old  Eanges  except  the  VermiUon.  The  prevailing  rail  rate  for 
the  Mesabi  was  $0.80  per  ton,  for  Vermilion  it  averaged  nearly  .?1 
per  ton,  and  for  the  other  Old  Ranges  rates  varied  from  $0.40  to  $0.30 
per  ton.  The  average  Lake  rate  wsls  the  same  for  the  Mesabi,  Ver- 
mihon,  and  Gogebic,  namely,  $0.77  per  ton,  but  somewhat  lower  for 
the  other  two  ranges,  namely,  $0.68  for  the  Marquette  and  $0.59  for 
the  Menominee. 

Taking  the  cost  at  lower  Lake  ports,  that  of  the  Mesabi  was  $2.35 
per  ton  as  against  $2.70  for  the  Old  Ranges  combined;  adding  the 
general  charges,  that  of  the  Mesabi  was  $2.45  and  that  for  the  Old 
Ranges  combined  $2.93. 

The  total  average  book  cost  for  all  ranges,  as  stated  above,  was  $2.64. 
This  average  represents  the  cost  of  about  73  per  cent  of  the  total  tonnage 
produced  durmg  1902  to  1906  in  the  Lake  Superior  district.  It  includes 
large  profits  to  railroads  and  substantial  profits  to  ore  fleets  in  the 
charges  for  rail  and  lake  transportation,  which  accrued  in  laro-e  part 
to  the  steel-making  interests  consuming  the  ore.  Thus,  the  rail  rates 
charged  on  a  large  part  of  the  Mesabi  and  Vermilion  ore  yielded 
a  large  profit  to  the  Steel  Corporation,  while  several  producing  com- 
panies operated  ore  vessels  and  made  large  profits  on  the  ore  carried. 
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Southern  ore. — By  far  the  most  important  other  ore-mining  dis- 
trict was  the  South,  although  even  this  was  of  little  significance  in  com- 
parison with  the  Lake  Superior  district.  The  average  cost  of  South- 
ern ores  is  very  low;  but  this  ore  is  very  much  inferior  in  grade  to 
Lake  ore,  containing  a  much  smaller  proportion  of  iron,  and  none  of 
it  being  of  Bessemer  quaUty.  The  costs  of  Southern  ore  were  not 
as  carefully  kept  as  for  Lake  ore,  but  charges  for  depreciation  and 
royalty  were  naturally  lower  on  account  of  its  inferior  quality.  As 
the  ores  are  sold  and  used  in  the  district  where  they  are  produced, 
thus  differing  from  the  Lake  ore,  no  charges  for  transportation 
appear  in  the  cost  statements.  The  average  mine  cost  of  12,164,584 
'tons  of  Southern  ore  in  the  five  years  1902  to  1906  was  $0.73  per  ton, 
as  follows : 

Labor ?0. 52 

Other  mining  expenses 16 

Depreciation  and  royalty 05 

Total  mine  cost 73 

As  most  of  theSouthern  mines  are  ownedinstead  of  being  leased,  the 
item  of  royaltyis  partly  represented  by  the  allowance  for  depreciation. 
The  average  mine  cost  of  Southern  ore  was  $0.05  lower  than  the 
Mesabi,  chiefly  on  account  of  the  low  depreciation  and  royalty  on 
Southern  ore  due  largely  to  its  inferior  quality.  Ehminating  charges 
for  depreciation  and  royalty,  the  remaining  mine  cost  of  Mesabi  ore 
was  considerably  lower.  The  average  mine  cost  of  all  Lake  ore  on  the 
same  basis,  however,  was  much  higher  than  for  Southern  ore. 

The  costs  at  the  furnace  for  Southern  ore,  however,  include  very 
small  transportation  charges,  a  decidedly  important  factor  in  the 
lower  total  cost  figures  for  such  ore. 

For  some  iron  and  steel  making  concerns  on  the  lower  Lakes  (as, 
for  example,  those  located  at  Cleveland,  Buffalo,  or  Chicago)  the  cost 
of  ore  at  lower  Lake  ports  practically  covers  the  total  cost  delivered  at 
the  furnace.  For  other  producing  districts  (such  as  Pittsburgh  or 
the  Shenango  and  Mahoning  Valleys)  a  rail  freight  charge  must  be 
added  to  the  cost  at  lower  Lake  ports  to  give  the  total  cost  at  the 
furnace. 

Profits  on  transfers. — ^The  cost  of  ore  at  lower  Lake  ports  is 
important,  because  it  is  the  usual  point  of  sale.  Even  those  concerns 
which  produce  and  transport  their  own  ore  compute  cost  at  furnace 
on  the  basis  of  the  market  prices  at  lower  Lake  ports,  adding  freight 
charges  to  such  market  prices  instead  of  to  the  actual  cost  at  lower 
Lake  ports. 

There  is,  as  a  matter  of  fact,  a  very  large  margin  of  profit  between 
cost  and  market  price  of  ore  at  lower  Lake  ports.  This  ore  profit 
has  a  very  important  bearing  on  the  whole  industry.  For  the  five 
years  1902  to  1906  the  profit  and  loss  accounts  of  these  ore-producing 
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interests  show  that  the  sales  and  transfers  of  over  109,000,000  tons 
of  Lake  ore  yielded  an  average  profit  of  $0.66  per  ton.  On  transfers 
alone  (these  excluding  sales  to  outside  parties)  the  average  profit 
was  no  less  than  $0.75  per  ton.  The  taking  of  these  intemiediate 
profits  thus  greatly  increased  the  book  cost  of  the  ore  in  the  pig  iron 
for  those  companies  which  produced  their  ore  (p.  48). 

As  these  profit  and  loss  statements  respecting  the  price  and 
cost  of  Lake  ore  are  of  importance  in  the  subsequent  discussion  of 
the  net  cost  of  ore,  the  average  costs  shown  by  these  statements  for 
the  five  years  1902  to  1906  should  be  noted  here,  namely,  $2.67  per 
ton  at  lower  Lake  ports.  This  is  practically  the  same  as  the  pro- 
duction cost,  computed  from  the  cost  sheets,  at  lower  Lake  ports 
noted  above,  namely,  $2.64  per  ton.  The  difference  in  cost  of  $0.03 
per  ton  was  chiefly  due  to  comparatively  slight  differences  between 
the  tonnages  of  production  (shown  in  the  cost  sheets)  and  the  ton- 
nages sold  (shown  in  the  profit  and  loss  sheets). 

Section  3.  Book  cost  of  coke. 

The  principal  blast  furnace  coke  production  of  the  United  States 
is  found  in  the  ConneUsviUe  region,  in  Pennsylvania.  The  product 
of  this  district,  particularly  during  the  period  1902  to  1906,  was  the 
one  chiefiy  used  in  almost  all  the  large  iron  and  steel  producing  dis- 
tricts except  the  Southern. 

Beehive  coke.; — In  this  process  the  coal  is  converted  into  coke  in 
ovens  of  beehive  form  and  without  the  recovery  of  any  by-products. 
The  ConneUsviUe  coke  is  all  produced  in  beehive  ovens.  The  South- 
ern district,  although  second  in  importance,  had  a  comparatively 
small  production.  The  only  other  important  district  producing  bee- 
hive coke  was  the  Pocahontas,  but  there  W9,s  considerable  miscella- 
neous beehive  coke  production  for  which  cost  data  were  obtained 
by  the  Bureau. 

The  cost  of  beehive  coke  by  the  chief  districts  of  production  for 
the  five-year  period  1902  to  1906  is  shown  in  the  following  table: 

Table  3.— AVERAGE  BOOK  COST  PER  NET  TON  OF  BEEHIVE  COKE,  AS  SHOWN  BY 
THE  PRODUCING  COMPANIES'  ACCOUNTS,  BY  DISTRICTS,  1902-1906. 


Items  ot  cost. 

ConneUs- 
viUe 
district. 

Birmtng- 

ham 
district. 

Pocahon- 
tas 
district. 

Miscel- 
laneous. 

Total  and 
average. 

53,154,034 

7,513,182 

4,170,396 

4,214,446 

69,052,058 

Labor                                

$0.97 
1.26 
.20 

$1.73 
2.59 
.11 

$1.26 
.27 
.21 

$1.92 
>.70 
.11 

$1.13 
<.32 
.19 

Depreciation  and  royalty-- 

Total                 

1.43 

2.43 

1.74 

2.73 

1.64 

'  Including  credits  $0.03. 
"Including  freight  $0.16. 


3  Includmg  freight  $0.03. 

<  Including  ci«ditB  $0.03,  and  freights  $0.02,  or  net  deduction  of  10.01. 
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These  costs  comprise  those  for  mining  the  coal  as  well  as  for  making 
the  coke. 

The  cost  of  labor  for  the  Connellsville  coke  averaged  only  $0.97  per 
ton.  as  against  $1.26  for  the  Pocahontas  district  and  $1.73  for  the 
Birmingham  district.  The  other  operating  costs  for  the  Connellsville 
coke  were  low  also,  but  on  account  of  the  greater  value  of  this  coal 
the  charges  for  depreciation  and  royalty  (mostly  coal  extinguishment) 
were  higher  than  for  the  Birmingham  district. 

While  the  cost  of  Connellsville  coke  was  the  lowest,  it  must  be 
remembered  that  a  considerable  item,  and  sometimes  a  very  large 
item,  of  freight  must  be  added  to  this  cost  to  get  the  cost  at  the  blast 
furnaces  where  it  is  used.  The  same  is  true  of  Pocahontas  coke.  The 
Southern  coke,  on  the  other  hand,  is  produced  at  or  very  near  the 
places  of  consumption.  These  coke  costs  include  no  transfer  profits 
for  the  coal  used  in  the  Connellsville  and  Pocahontas  districts  and 
practically  none  for  the  Birmingham  district. 

By-product  coke. — This  process  involves  the  use  of  much  more 
elaborate  ovens  than  the  beehive  process,  and  results  in  the  recovery 
of  valuable  by-products  such  as  tar,  gas,  ammonium  sulphate,  etc.,  the 
values  of  which  are  customarily  treated  as  credits  to  the  cost  of  the 
coke.  The  Bureau  had  returns  for  the  production  of  3,911,349  tons 
of  by-product  coke.  This  was  generally  made  at  the  iron  and  steel 
works,  and  involved,  in  addition  to  the  cost  of  coal  at  the  mine,  a 
large  item  of  freight  on  the  coal,  including  some  transfer  profits  on  coal. 

The  average  cost  of  this  by-product  coke  for  the  five  years  1902  to 
1906  was  as  follows: 

Table  4.— AVERAGE  BOOK  COST  PER  NET  TON  OF  BY-PRODUCT  COKE,  AS  SHOWN 
BY  THE  COST  ACCOUNTS  (INCLUDING  INTERMEDIATE  PROFITS),  1902-1906. 


Items. 


Cost. 


Tods  produced 

Coal  (at  mine) 

Coal  Ireight 

Labor 

Other  operating 

Depreciation 

Gross  cost 

Net  credit  for  by-products.. 

Net  cost 


3,911,349 


$1.27 
L25 
.62 
.57 
.10 


3.71 
.76 
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While  the  cost  of  this  coke  was  high  compared  with  beehive  coke, 
this  was  largely  due  to  the  freight  included  in  the  coal  used.  It  was 
produced  at  the  place  of  consumption,  so  that  there  was  no  additional 
freight  on  the  coke. 

Profits  on  transfers. — In  most  cases  coke  produced  by  a  given 
interest  was  transferred  to  allied  departments  of  iron  and  steel  pro- 
duction at  a  large  profit,  but  in  some  cases  at  cost.  Such  charging 
of  transfer  profit  in  the  case  of  companies  using  their  own  coke  had 
the  effect,  as  already  explained  (p.  5),  of  enhancing  the  book  cost  of 
coke  used  in  such  branches  of  manufacture  without  any  corresponding 
real  increase  in  expense.  For  the  CoimeUsviUe  coke  used  during  the 
five  years  1902  to  1906  such  transfer  profits  for  the  companies  whose 
costs  and  sales  were  examined  by  the  Bureau  averaged  no  less  than 
$0.57  per  ton  on  transfers  onlj'. 

Section  4.  Book  cost  of  pig  iron. 

Kinds  of  pig  iron. — The  costs  of  pig-iron  production  differ  so 
widely  for  the  different  kinds  of  pig  iron  and  also  as  between  North- 
ern and  Southern  districts  that  it  is  necessary  to  present  them  in 
three  different  groups.  These  groups  are:  (1)  Bessemer  pig  iron, 
which  was  used  almost  entirely  for  making  Bessemer  steel,  and  pro- 
duced only  in  the  Northern  districts;  (2)  basic  pig  iron,  used  for 
making  open-hearth  steel,  and  produced  in  the  Northern  districts ; 
and  (3)  Southern  pig  iron,  used  chiefly  during  1902  to  1906  for 
foundry  purposes,  although  also  to  a  sUght  extent  for  open-hearth  steel 
production.  The  first  two  kinds  of  pig  iron  were  made  from  Lake 
Superior  ores  and  ConneUsviUe  coke  for  the  great  bulk  of  the  out- 
put covered  by  the  cost  statements,  while  the  Southern  pig  iron 
was  made  from  the  local  ores  and  coke  of  the  Birmingham  district. 

The  following  table  shows  the  average  costs  for  these  three  kinds 
of  pig  iron  in  summary  form  for  the  five-year  period  1902  to  1906. 
These  costs,  it  must  be  repeated,  are  the  book  costs,  with  various 
intermediate  profits  included  in  them.  The  ehmination  of  these 
profits  wiU  be  considered  later.  In  order  to  show  clearly  the  meaning 
of  this  cost  statement,  certain  statistical  data  as  to  prices,  yield,  etc., 
also  derived  from  the  cost  sheets,  are  subjoined  thereto. 
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Table  5.— AVERAGE  BOOK  COSTS  PER  GROSS  TON  OF  SPECIFIED  KINDS  OF  PIG  IRON, 
SHOWING  FURNACE  COST  AS  GIVEN  IN  THE  COST  SHEETS  (INCLUDING  INTERME- 
DIATE PROFITS),  TOGETHER  WITH  "ADDITIONAL  COSTS"  {DERIVED  FROM 
PROFIT  AND  LOSS  ACCOUNTS),  1902-1906. 


Items. 


Tons  produced 

Net  metallic  mixture 

Coke 

Limestone 

Labor 

Other  operating 

Furnace  cost 

Additional  cost 

.  Total  cost 

Price  gross  metallic  mixture 
Price  net  metallic  mixture  ^ . 

Per  cent  yield 

Price  coke,  net  ton 

Pounds  coke 


Bessemer 
iron. 


61,902,699 


87.30 

3.89 

.43 

.77 

.87 


13.26 


14.01 


9,573,539 


S7. 14 

3.30 

.47 

.62 

.77 


12.30 

.52 


Southern 
iron. 


5,339,766 


S2.35 

4.48 

.27 

1.23 

1.19 


9.52 
.13 


9.65 


$4.07 

S3. 73 

S3. 97 

S3. 64 

64.4 

60.9 

S3. 37 

$2.90 

2,3U 

2,282 

$0.95 
$0.95 


$2.64 
3,523 


1  The  price  of  the  gross  metallic  mi.xture  is  the  price  of  the  ore,  scrap,  etc.,  at  the  furnace,  per  gross  ton; 
allowing  for  the  tonnage  and  value  of  the  scrap  recovered  gives  the  basis  for  figuring  the  price  of  the  net 
metallic  mixture  per  gross  ton,  and  this  figure  multiplied  by  the  number  of  tons  required  to  make  a  ton  of 
pig  iron  (indicated  by  the  per  cent  yield)  gives  the  cost  per  ton  of  pig  iron. 

The  discussion  following  is  an  explanation  of  certain  items  of  cost, 
and  also  serves  to  bring  out  more  clearly  the  causes  for  the  differences 
in  cost  for  the  different  kinds  of  pig  iron. 

The  cost  of  pig  iron  depends  chiefly  on  the  cost  of  the  raw  mate- 
rials— ore,  coke,  and  limestone — which  are  put  in  the  blast  furnace. 
The  ore  is  smelted  by  burning  the  coke,  and  the  limestone  is  put  in 
to  facilitate  the  process  and  particularly  to  form  a  liquid  slag  to 
carry  off  the  impurities.  The  other  expenses,  such  as  labor,  supplies, 
repairs,  maintenance,  furnace  relining,  general  expense,  and  deprecia- 
tion, form  a  comparatively  small  proportion  of  the  total  book  cost. 

Book  cost  of  raw  materials. — The  cost  of  the  net  metallic 
mixture  shown  in  the  above  statements  of  cost  comprises  the  total 
book  cost  of  the  ore  used,  including  small  proportions  of  cinder  and' 
scrap,  less  any  credit  for  scrap  recovered  from  the  furnace.  The 
ore  or  metallic  mixture  used  is  only  partly  iron.  It  therefore  takes 
more  than  one  ton  of  it  to  make  a  ton  of  pig  iron.  The  net  quantities 
of  metallic  mixture  required  for  the  pig  iron  represented  in  the  above 
table  averaged  1.84  tons  for  Bessemer  pig  iron,  1.96  tons  for  basic, 
and  2.46  tons  for  Southern  pig  iron,  corresponding  to  "yields"  of 
iron  per  ton  of  ore  of  54.4  per  cent,  50.9  per  cent,  and  40.6  per  cent, 
respectively. 
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The  prices  per  ton  of  the  gross  metaUic  mixture  (i.  e.,  the  actual 
prices  for  ore,  scrap,  cinder,  etc.,  put  in  the  furnace,  without  the  credit 
for  the  scrap  recovered),  as  shown  below  the  cost  statement,  were 
$4.07  for  Bessemer,  $3.73  for  basic,  and  $0.95  for  Southern  pig  iron. 
These  prices  were,  of  course,  the  prices  at  the  furnace,  practically 
for  ore,  since  that  formed  the  great  bulk  of  the  metallic  mixture, 
including  all  freight  expenses  and  antecedent  transfer  profits  on  ore. 

These  great  diflFereiices  in  the  prices  of  the  gross  metaUic  mixture 
were  chiefly  due  to  differences  in  the  freight  charges  on  ore.  For 
Southern  ore  there  was  but  little  freight,  whereas  for  the  ore  for 
the  two  kinds  of  Northern  pig  iron  there  was  not  only  the  freight 
(both  rail  and  lake)  from  the  Lake  mining  districts  to  the  lower  Lake 
ports,  but  also  the  rail  freight  from  the  lower  Lake  ports  (at  which 
point  the  ore  is  generally  sold  or  transferred)  to  the  furnaces. 

The  average  rail  and  lake  transportation  charge  from  mines  to 
lower  Lake  ports  for  aU  the  ore  covered  by  the  Bureau's  computations 
(bothBessemer  and  non-Bessemer)  was  $1.41  per  ton.  (Table2,p.  16.) 
If  to  this  be  added  the  average  freight  charge  from  lower  Lake  ports 
to  the  furnaces,  which  averaged  $0.67  per  ton  for  the  ore  used  in  both 
Bessemer  and  basic  furnaces,  the  total  transportation  charge  is  $2.08 
per  ton.  In  other  words,  the  freight  charges  on  ore  for  the  North- 
ern pig  iron  were  more  than  twice  the  price  of  the  Southern  ore  at 
the  furnace. 

The  great  differences  between  the  ore  costs  for  Northern  and  South- 
ern pig  iron  were  due  to  these  large  freight  charges  on  Northern  ore 
and  also  largely  to  the  fact  (discussed  in  much  detail  later)  that  the 
Northern  ore  costs  included  considerable  transfer  profits  on  ore, 
the  ore  being  transferred  to  the  furnace  above  the  real  cost.  For 
Bessemer  and  basic  pig  iron  combined  this  transfer  profit  was  about 
$0.65  per  ton  of  ore  used  and  nearly  double  that,  of  course,  in  the 
quantity  of  ore  used  to  make  a  ton  of  pig  iron. 

The  Southern  ore  costs  included  practically  no  transfer  profit. 

The  costs  of  coke  in  the  pig-iron  cost  statements  may  be  analyzed 
in  a  similar  way.  They  differed  considerably,  owing,  first,  to  the 
different  average  prices  of  coke  at  the  furnace,  and,  second,  to  the  dif- 
ferent quantities  required  per  ton  of  pig  iron.  The  coke  used  for  both 
Bessemer  and  basic  iron  was  chiefly  ConneUsville  coke.  The  price 
f.  o.  b.  ConneUsville  was  about  $2.01  per  net  ton  in  each  case.  The 
average  freight  to  the  furnace  was  about  $1.36  per  net  ton  for  the 
furnaces  making  Bessemer  iron  and  about  $0.89  per  net  ton  for  the 
5asic  fmnaces,  giving  furnace  prices  of  $3.37  and  $2.90  per  net  ton, 
respectively.  While  the  higher  cost  of  the  coke  per  ton  of  pig  iron 
in  the  Bessemer  furnaces  was  chiefly  due,  therefore,  to  this  difference 
in  price  at  the  furnace,  it  was  also  due  in  part  to  the  use  of  a  laro-er 
quantity  of  coke  per  ton  of  pig  iron,  namely,  2,311  pounds  in  the  case 
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of  Bessemer  as  compared  with  2,282  pounds  per  ton  in  the  case  of  basic 
pig  iron.  For  both  kinds  of  Northern  pig  iron  the  book  cost  of  the 
coke  included  large  transfer  profits. 

For  Southern  pig  iron  the  cost  of  coke  per  ton  of  pig  iron  was  very 
high,  namely,  $4.48,  not  so  much  because  the  price  of  coke  at  the  fur- 
nace was  high  (only  $2.54  per  ton,  with  very  little  freight  expense  or 
transfer  profit  included),  but  because  an  exceptionally  large  quan- 
tity was  required  to  melt  the  low-grade  Southern  ores,  namely,  3,523 
pounds  per  ton  of  pig  iron. 

In  the  cost  of  limestone  per  ton  of  pig  iron  there  was  very  little 
difference  between  the  Bessemer  and  basic  pig  iron,  as  both  the  prices 
at  the  furnace  and  the  quantities  used  were  about  the  same  in  each 
case. 

Although  some  of  the  Southern  ores  contain  considerable  lime  and 
some  of  them  consequently  are  self-fluxing,  or  almost  so  (i.  e.,  they 
do  not  require  the  addition  of  limestone  to  flux  them),  yet  on  the 
average  the  Southern  pig  iron  for  which  cost  statements  were  pro- 
cured by  the  Bureau  required  over  100  pounds  more  limestone  per 
ton  of  pig  iron  than  either  the  Northern  Bessemer  or  basic  iron.  It 
should  be  noted,  however,  that  for  the  last  two  years  covered  by 
these  averages  the  quantity  of  limestone  required  for  the  Southern 
furnaces  was  somewhat  lower  than  for  the  Northern  furnaces.  (See 
p.  109.) 

Labor  and  other  costs  above  materials. — The  labor  costs  for 
Bessemer  pig  iron  averaged  somewhat  higher  than  for  basic;  tliis  was 
probably  due  to  a  greater  average  size  and  efficiency  of  equipment  for 
the  basic  furnaces.  The  labor  costs  for  Southern  pig  iron  were  very 
much -greater  than  for  either  Bessemer  or  basic  pig  iron.  The  chief 
reason  for  this  probably  was  that  the  Southern  furnaces,  on  account 
of  the  low  grade  of  the  ore,  required  the  using  of  a  much  greater 
quantity  of  materials  in  the  furnace  per  ton  of  product.  Thus,  for 
the  production  shown  in  the  above  table,  the  average  quantity  of  ore, 
coke,  and  limestone  per  ton  of  pig  iron  in  the  Bessemer  and  basic 
furnaces  combined  was  3.36  tons  as  against  4.53  tons  for  the  South- 
ern furnaces,  or  34.8  per  cent  more  for  the  latter.  Other  factors 
accounting  for  the  high  labor  cost  of  Southern  pig  iron  were  smaller 
and  less  efficient  furnaces  and  the  lower  efficiency  of  labor  itself. 

Practically  the  same  circumstances  explain  the  fact  that  the  other 
operating  costs  were  higher  for  Southern  than  for  Northern  pig  iron. 

Furnace  costs  and  total  book  costs. — The  table  shows  that 
the  furnace  cost  of  Bessemer  pig  iron  was  $13.26  per  ton,  as  com- 
pared with  $12.30  for  basic,  this  difference  being  chiefly  due  to  the 
lower  price  of  ore  and  lower  freights  on  ore  and -coke  combined  for 
the  basic  furnaces. 
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For  Southern  pig  iron  the  furnace  cost  was  $9.52,  which  was  much 
lower  than  for  either  Bessemer  or  basic.  The  chief  reasons  for  the 
higher  furnace  cost  of  Northern  pig  iron  were  (1)  the  large  freight 
charges  involved  in  assembling  the  raw  materials  at  the  Northern 
furnaces  and  (2)  the  large  profits  on  ore  and  coke  included  in  the  costs 
of  those  materials  for  the  Northern  furnaces.  The  transfer  profits 
on  ore  and  coke  used  in  making  Southern  pig  iron  were  very  small. 

The  items  of  "additional  cost"  derived  from  the  profit  and  loss 
accounts  can  not  be  allocated  except  by  more  or  less  arbitrary  meth- 
ods of  apportionment.  (See  p.  11.)  They  comprise  the  items  of 
general  expense  and  depreciation.  It  is  probable  that  the  Bureau 
has  erred  on  the  side  of  making  the  costs  too  high  in  including  the 
full  amount  of  these  additional  charges  in  the  case  of  Bessemer  and 
basic  pig  iron,  inasmuch  as  the  charges  for  general  expense  are 
incurred  only  in  a  small  degree  in  connection  with  the  pig-iron  branch 
of  the  business  for  large  steel  companies,  though  the  system  of  allocat- 
ing these  additional  expenses  gave  an  item  of  general  expense  of  $0.36 
per  ton  for  Bessemer  pig  iron  and  $0.27  for  basic  pig  iron.  A  fair 
average  depreciation  for  a  blast-furnace  plant  is  $0.40  per  ton  of 
product.  The  allocation  of  "additional  costs"  for  this  item,  on  the 
principle  applied,  worked  out  to  give  an  average  depreciation  charge 
of  $0.39  for  Bessemer  pig  iron,  but  of  only  $0.25  per  ton  for  basic. 
For  basic  iron,  therefore,  the  allowance  for  depreciation  was  probably 
too  low.  Taking  the  total  additional  cost,  the  allowance  per  ton  is 
considerably  too  high  for  Bessemer  and  a  little  too  high  for  basic. 
For  Southern  pig  iron,  on  the  other  hand,  it  was  evidently  too  low. 
These  additional  expenses  are,  therefore,  stated  in  full  as  sepa- 
rate items,  with  the  caution  that  they  are  undoubtedly  sometimes 
excessive  and  sometimes  inadequate. 

The  furnace  cost  plus  the  additional  expenses  gives  the  total  book 
cost  already  described  (p.  11).  This  book  cost,  it  should  be  remem- 
bered, is  computed  without  any  reduction  for  the  large  intermediate 
profits  included  in  the  costs  of  the  raw  materials;  that  is  to  say,  the 
ore  and  coke  going  into  the  pig-iron  cost  statement,  at  least  for  a 
large  part  of  the  tonnage  shown,  has  been  charged  at  a  transfer  price 
considerably  higher  than  the  real  cost  of  the  raw  material  to  the  con- 
cerns whose  costs  are  shown. 

It  is  evident  that  since  the  book  costs  of  pig  iron  are  thereby 
increased,  the  book  cost  of  making  steel  (for  which  pig  iron  is  the 
chief  raw  material)  is  necessarily  increased  also,  even  though  no  profits 
were  charged  when  pig  iron  was  sold  or  transferred  to  the  steel  works. 
As  a  matter  of  fact,  however,  such  profits  are  sometimes  charged. 
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The  allocation  of  the  "additional  cost"  items  to  the  costs  of  pig 
iron  still  further  increases  the  advantage  of  the  Southern  pig  iron 
over  the  Northern  in  respect  to  costs,  giving  for  the  total  book  costs 
per  ton  $14.01  for  Bessemer,  $12.82  for  basic,  and  $9.65  for  Southern. 
As  stated  above,  however,  while  these  allowances  for  Northern  fur- 
naces were  too  high,  those  for  Southern  furnaces  were  too  low. 
Therefore,  if  these  allowances  were  all  figured  on  a  uniform  basis, 
these  additional  costs  for  the  two  districts  would  be  more  nearly 
equal.  If  an  additional  cost  of  $0.50  per  ton,  for  both  general 
expense  and  general  depreciation  combined,  be  assumed,  and  it  is 
undoubtedly  enough  for  most  iron  and  steel  companies,  the  total 
costs  would  be  as  follows:  Bessemer,  $13.76;  basic,  $12.80;  and 
Southern,  $10.02  per  ton. 

Judging  from  the  book  cost  of  production  simply,  the  Southern 
pig  iron  shows  a  distinct  advantage  over  Northern  basic  pig  iron, 
with  which  it  should  be  compared  (and  not  with  Bessemer) .  As  will 
be  shown  later  (see  p.  109),  this  holds  true  even  after  the  elimination 
of  intermediate  profits.  But  it  must  be  considered  that  this  is 
counterbalanced  by  the  much  higher  freight  charges  necessary  to 
get  the  Southern  pig  iron  to  the  most  important  markets  of  con- 
sumption. 

Profits  on  pig  iron  sold  and  used. — Only  a  small  proportion  of 
the  total  quantity  of  Northern  pig  iron  produced  was  sold  or  trans- 
ferred at  a  profit.  The  technique  of  the  industry  has  bound  so 
closely  together  the  blast-furnace  plants  making  pig  iron  for  steel 
production  with  the  steel  works,  that  the  two  departments  of  the 
business  in  most  large  companies  are  conducted  on  the  basis  of 
transferring  the  pig  iron  from  the  blast  furnaces  to  the  steel  works 
at  furnace  cost,  without  profit.  Where  a  concern  controls  several 
companies,  however,  it  may  transfer  some  of  its  pig  iron  from  one 
company  to  another  at  a  profit  over  the  furnace  cost.  During  the 
period  1902  to  1906  the  records  of  profit  and  loss  on  Northern  pig 
iron  transferred  at  a  profit  showed  transfers  of  12,223,498  tons  at  an 
average  price  of  $14.38  per  ton  and  an  average  profit  (for  this  step 
alone)  of  $0.55  per  ton.  There  were  also  sales  of  such  pig  iron 
amounting  to  3,188,377  tons,  on  which  the  average  profit  was  $2.05 
per  ton.  Most  of  the  Northern  pig  iron,  however,  was  transferred 
to  steel  works  without  any  profit,  so  that  the  average  profit  on  the 
total  quantity  sold  and  used  was  a  much  smaller  amount  per  ton. 

The  situation  was  somewhat  different  with  respect  to  Southern 
pig  iron. '  Most  of  it  was  used  for  foundry  purposes,  and  was  largely 
sold  to  Northern  consumers  of  pig  iron  at  market  prices.  A  part 
of  it  was  used  by  the  same  concerns  which  produced  it  either  for 
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making  iron  castings  or  for  conversion  into  steel.  The  total  quantity 
of  Southern  pig  iron  transferred  at  a  profit  (which  comprised  practi- 
cally all  which  was  not  sold)  for  the  five  years  1902  to  1906  was 
1,107,837  tons,  and  the  average  transfer  price  was  $11.32  per  ton, 
showing  an  average  transfer  profit  of  11.62  per  ton.  These  transfer 
profits  tended  of  course  to  enhance  the  book  cost  of  the  pig  iron  in 
iron  castings  or  steel  made  by  the  same  concerns  which  produced  the 
pig  iron. 

Section  5.  Book  cost  of  steel  ingots. 

The  conversion  of  pig  iron  into  steel  forms  a  very  distinct  and  very 
important  stage  in  the  manufacture  of  steel  products.  This  conver- 
sion involves  a  change  in  composition,  or  chemical  change.  It  is 
accompHshed  usually,  for  ordinary  commercial  grades  of  steel,  either 
in  the  Bessemer  converter  (Bessemer  steel)  or  in  open-hearth  furnaces, 
which  are  distinguished  as  being  either  acid  or  hasic,  according  as 
they  use  pig  iron  and  scrap  which  are  low  in  phosphorus  (Bessemer 
iron)  or  pig  iron  and  scrap  which  are  high  in  phosphorus  (basic  iron). 
The  steel  is  also  distinguished,  with  respect  to  the  products  to  be 
made  from  it,  into  rail  ingots  and  billet  ingots,  although  this  has 
very  little  effect  on  the  character  of  the  process.  During  the  period 
here  under  consideration  this  distinction  has  little  importance  except 
for  Bessemer  steel,  as  very  little  open-hearth  steel  was  then  used  in 
making  rails.  The  production  of  acid  open-hearth  steel  is  more 
expensive  than  basic  open-hearth  steel  and  is  largely  for  special 
qualities,  and  it  is  not  important  to  present  the  results  herein.  The 
production  of  basic  open-hearth  steel,  which  by  1908  exceeded 
Bessemer  steel,  was  considerably  less  during  the  period  here  under 
consideration. 

The  following  table  shows  the  average  book  costs  for  the  pro- 
duction of  Bessemer  rail  ingots  and  Bessemer  billet  ingots  and  of 
basic  open-hearth  ingots  for  all  districts  for  the  five-year  period  1902 
to  1906,  inclusive. 

Subjoined  to  the  cost  statement  are  certain  statistical  data  respect- 
ing the  prices  and  quantities  of  materials  used,  etc.,  which  are  also 
derived  from  the  cost  sheets  and  are  of  importance  in  analyzing  the 
results  and  in  facilitating  a  comparison  between  the  cost  of  the  pig 
iron  used,  per  ton,  and  the  average  costs  of  pig  iron  previously  shown. 
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TABLE  6.— AVERAGE  BOOK  COST  PER  GROSS  TON  OF  SPECIFIED  KINDS  OF  STEEL 
INGOTS,  SHOWING  WORKS  COST  AS  GIVEN  IN  THE  COST  SHEETS  (INCLUDING  IN- 
TERMEDIATE PROFITS),  TOGETHER  WITH  ADDITIONAL  COSTS,  (DERIVED  FROM 
THE  PROFIT  AND  LOSS  ACCOUNTS),  1902-1906. 


Items. 


Bessemer 
rail  ingots. 


Bessemer 
hilletingots. 


Basic 

open-liearth 

ingots. 


Tons  produced. 


19,486,978 


29,099,783 


24,731,706 


Pig  iron  and  scrap. 

Manganese 

Labor 

Fuel 

Other  operating. .. 
Rebuilding  fund . . . 


$14. 84 
.82 
.61 
.18 
.70 


S14. 88 
.31 
.57 
.24 
.64 


tl4. 13 
.34 
.92 
.70 
Lie 
.22 


Works  cost. 
Additional  cost... 


17.15 
1.05 


16.64 
.92 


17.41 
.79 


Total  cost. 


18.20 


17.66 


18.20 


Price  of  pig  iron  and  scrap  used. . . 
Pounds  of  pig  iron  and  scrap  used. 

Price  of  scrap  recovered 

Pounds  of  scrap  recovered 

Net  cost  of  waste 


S13.69 

$13.59 

2,451 

2,490 

J6.92 

$7.94 

45 

65 

$1.15 

$1.29 

$13. 18 
2,480 
$9.29 
110 
$0.95 


It  should  be  stated  at  the  outset  that  a  comparison  of  these  cost 
averages  for  the  purpose  of  determining  the  relative  economy  or  ad- 
vantages of  the  Bessemer  as  compared  with  the  open-hearth  process 
would  be  somewhat  misleading.  A  more  satisfactory  comparison 
for  this  purpose  would  be  found  in  taking  a  single  district  producing 
large  tonnages  of  both  sorts  of  steel  for  a  particular  year. 

Cost  of  iron  and  manganese. — The  Bessemer  process  uses  pig 
iron  almost  entirely  (with  very  Uttle  scrap),  and  in  molten  form 
usually  direct  from  the  blast  furnace,  but  to  some  extent  (particularly 
for  the  Sunday  production  of  pig  iron,  during  which  day  the  steel 
works  are  not  operating)  cold  pig  iron  and  scrap  remelted  in  cupola 
furnaces.  The  prices  at  which  this  metal  was  charged  into  the  ingot 
cost  were  usually  the  furnace  costs  at  the  blast  furnace,  which  was 
invariably  connected  with  the  steel  works  for  the  plants  whose  costs 
are  here  shown.  This  cost  of  the  iron  (pig  iron  and  scrap  exclusive  of 
manganese  and  similar  additions)  used  per  ton  of  product  depended 
also  on  the  quantity  of  the  gross  loss,  the  price  of  the  metal  thus  lost, 
and  the  quantity  and  value  of  the  scrap  recovered.  In  other  words, 
the  net  waste  per  ton  of  product  which  is  shown  below  the  cost  state- 
ment, if  added  to  the  price  per  ton  of  the  material  used,  gives  the  cost 
of  the  net  pig  iron  and  scrap.  In  order  to  show  more  clearly  the 
difference  between  rail  and  billet  ingots,   the  cost  of   manganese 
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(including  similar  additions  of  a  metallic  character)  has  not  been 
included  in  the  pig  iron  and  scrap  in  this  cost  statement,  but  is  shown 
separately. 

The  costs  of  the  pig  iron  and  scrap  for  Bessemer  rail  ingots  and 
Bessemer  billet  ingots  for  the  production  covered  by  the  above  state- 
ment were  nearly  the  same,  namely,  $14.84  and  $14.88,  respectively. 

In  the  open-hearth  process  the  proportion  of  scrap  used  is  very 
large,  and  for  the  production  of  the  basic  steel  here  under  considerar 
tion  constituted  about  one-haK  of  the  total  pig  iron  and  scrap. 
Other  things  being  equal,  the  price  of  this  pig  iron  and  scrap  tends 
to  be  lower  than  for  the  Bessemer  process,  not  only  on  account  of 
the  greater  proportion  of  low-priced  scrap,  but  also  because  basic 
iron  is  used  instead  of  Bessemer.  The  cost  of  the  waste  also  tends 
to  be  lower  because  the  price  of  the  material  lost  tends  to  be  lower, 
while  the  price  of  the  scrap  recovered  tends  to  be  higher,  being  very 
low  in  phosphorus.  Hence,  the  cost  of  the  pig  iron  and  scrap  for 
the  basic  open-hearth  ingots  was  considerably  lower  than  for  the 
Bessemer  ingots,  namely,  $14.13  per  ton. 

The  average  quantity  of  manganese  which  is  put  into  the  molten 
steel  is  especially  large  for  rail  ingots  in  order  to  harden  them,  and 
the  cost  was  relatively  high  at  $0.82  per  ton,  but  was  much  less  for 
Bessemer  bUlet  and  open-hearth  ingots,  namely,  $0.31  and  $0.34, 
respectively. 

Labor  and  other  costs  above  materials. — For  nearly  all  these 
expenses  the  open-hearth  process  is  at  a  distuict  disadvantage  com- 
pared with  the  Bessemer.  This  is  due  partly  to  the  more  elaborate 
plant  and  equipment  necessary  compared  with  the  tonnage  pro- 
duced, and  also  to  special  depreciation  charges  which  are  necessary 
for  the  rebuUding  of  open-hearth  furnaces.  Thus,  the  item  of  labor 
per  ton  was  more  than  50  per  cent  higher  for  the  basic  open-hearth 
process.  The  item  of  fuel  was  also  much  higher;  this  expense  is 
largely  for  natural  gas  or  coal  to  make  producer  gas  for  open-hearth 
furnaces,  and  for  cupola  coke  at  Bessemer  plants.  The  disproportion 
in  other  operating  expenses  was  even  greater.  This  results  largely 
from  much  heavier  expenses  per  ton  for  limestone  (used  in  the 
open-hearth  furnace),  for  materials  and  supplies,  etc.  The  cost  of 
steam  power  is  the  only  important  expense  of  this  kind  in  which 
the  Bessemer  process  was  at  a  disadvantage  compared  with  the  open 
hearth. 

Thus  the  cost  above  materials  (i.  e.,  works  or  mill  cost  exclusive  of 
cost  of  pig  iron  and  scrap  and  manganese)  was  much  higher  for  the 
basic  open-hearth  process,  being  $2.94  per  ton  as  against  $1.49  per 
ton  for  Bessemer  rail  ingots  and  $1.45  per  ton  for  Bessemer  billet 
ingots. 
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Works  costs  and  total  book  costs. — This  higher  cost  above 
materials  for  basic  open-hearth  ingot3  more  than  offsets  the  lower 
cost  of  the  pig  iron  and  scrap  used  and  resulted  in  a  total  works  cost 
of  $17.41  per  ton  as  against  $17.15  per  ton  for  Bessemer  rail  ingots 
and  $16.64  per  ton  for  Bessemer  billet  ingots. 

Although,  as  already  stated,  the  particular  average  costs  of  ingots 
here  compared  may  not  be  the  most  representative,  it  is  evident  that 
the  works  cost  of  open-hearth  steel,  in  spite  of  the  cheaper  priced 
metal  used,  is  generally  higher  than  Bessemer  steel.  In  the  foregoing 
figures  the  pig  iron  is  usually  taken  over  at  book  cost.  This  higher  cost 
above  materials  explains  in  part  the  lower  price  of  basic  iron,  and, 
through  the  lower  price  of  basic  iron,  the  lower  price  of  non-Bessemer 
ores. 

The  "additional  costs,"  which  have  been  explained  above 
(p.  10),  happened  to  be  higher  for  the  Bessemer  ingots  than  for  the 
basic  open  hearth.  These  additional  costs  appear  very  high,  largely  on 
account  of  their  cumulative  character  (p.  10);  that  is,  the  pig  iron 
being  transferred  to  the  steel  works  generally  at  furnace  cost  without 
regard  to  the  items  of  additional  expense,  the  additional  costs  for  pig 
iron  not  being  carried  forward  in  the  price  thereof  are  practically 
repeated  in  the  additional  costs  for  ingots  along  with  such  part  of 
these  additional  costs  as  is  attributed  to  the  process  of  converting 
the  pig  iron  into  steel. 

The  total  book  cost  of  ingots  (i.  e.,  the  works  costs  plus  the  addi- 
tional costs)  was  $18.20  for  Bessemer  rail  ingots,  $17.56  for  Bessemer 
billet  ingots,  and  $18.20  for  basic  open-hearth  ingots.  These  addi- 
tional costs  have  just  been  criticised  above.  Instead  of  the  figures 
used  in  the  table,  an  estimated  figure  for  general  expense  and 
general  depreciation  may  be  given  as  in  the  case  of  pig  iron. 
Allowing,  of  course,  for  the  cumulative  principle  just  described,  it  is 
estimated  that  $0.60  per  ton  would  be  sufficient  for  the  Bessemer 
plants  and  $0.85  for  the  open-hearth  plants.  Adding  these  to  the 
works  costs  already  stated,  the  total  costs  of  these  ingots  would 
be  as  follows:  Bessemer  rail  ingots,  $17.75;  Bessemer  biUet  ingots, 
$17.24;  and  open-hearth  ingots,  $18.26  per  ton. 

These  costs  are  book  costs ;  that  is,  they  include,  of  course,  all  such 
intermediate  transfer  profits  on  ore,  coke,  and  pig  iron  as  may  have 
been  charged  into  the  prices  of  the  materials  used  either  in  preceding 
stages  of  manufacture  or  in  the  conversion  of  pig  iron  into  steel,  as 
well  as  transportation  profits  for  certain  companies.  As  shown 
above  (p.  25),  transfer  profits  were  seldom  charged  on  pig  iron,  and 
these  when  spread  over  the  entire  tonnage  used  in  making  steel 
averaged  only  a  small  amount  per  ton. 
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Section  6.  Book  costs  of  rolled  products. 

The  rolling  of  ingots  into  various  forms,  such  as  billets,  rails,  bars, 
tubes,  sheets,  and  wire  rods,  which  constitutes  a  change  of  form  in 
the  steel,  is  a  third  stage  in  manufacture.  In  general  this  report 
does  not  extend  beyond  the  rolled  products.  There  are,  however, 
two  important  exceptions,  namely,  drawn  wire  and  tin  and  teme 
plate.  In  addition  to  drawn  wire,  there  are  numerous  other  more 
elaborated  wire  products,  such,  for  instance,  as  nails,  but  these  are 
not  included  in  the  Bureau's  cost  averages.  Similarly,  black  sheets 
are  often  coated  in  other  ways  than  by  tinning,  as,  for  instance,  by 
galvanizing  with  zinc,  but  galvanized  and  other  sheet  products  are 
not  discussed  in  this  report. 

The  following  table  shows  the  average  book  costs  of  these  prod- 
ucts for  the  five-year  period  1902  to  1906: 

Table  7.— AVERAGE  BOOK  COSTS  PEE  GROSS  TON  •  OF  SPECIFIED  PRODUCTS,  SHOW- 
ING MILL  COSTS  AS  GIVEN  IN  COST  SHEETS  (WITHOUT  DEDUCTION  OF  INTER- 
MEDIATE PROFITS),  TOGETHER  WITH  ADDITIONAL  COSTS  (DERIVED  FROM  THE 
PROFIT  AND   LOSS  ACCOUNTS),  1902-1906. 


Products. 


Bessemer  heavy  rails  (from  in- 
gots)  

Large  Bessemer  billets  (from 
Ingots) 

Large  basic  open-hearth  billets 
(from  ingots) 

Small  Bessemer  billets  (from 
ingots) 

Bessemer  sheet  bars  (from  in- 
gots)  

Sheared  plates  (from  slabs) 

Universal  plates  (from  ingots). . 

Universal  plates  (from  slabs). . . 

Structural  (from  ingots) 

Structural  (from  billets) 

Merchant  bars  (from  large  bil- 
lets)  

Wire  rods  (from  billets) 

Bright  coarse  wire  (from  rods).. 

Black  sheets  (from  sheet  bars).. 

Black  plate  (from  sheet  bars)... 

Tin  and  teme  plate  (from  black 
plate) 


Tons  pro- 
duced. 


14,020,303 

17,908,033 

13,422,740 

2,686,706 

4,808,673 
3,317,232 
1,032,388 
2,007,344 
1,724,041 
2,693,231 

4,379,780 
6,867,310 
6,610,368 
2,418,214 
2,091,615 

38,404,002 


Cost. 


Raw 
mate- 
rial. 


$18.29 

17.72 

18.43 

16.88 

16.45 
2L55 
17.70 
21.78 
20.21 
21.88 

21.41 
21.42 
23.50 
22.99 
25.25 

2  2.67 


Cost  above  materials. 


Labor. 


81.25 
.55 
.66 


.57 
2.36 
1.24 
1.83 
2.15 
2.64 

3.06 

1.53 

1.62 

10.39 

14.19 


Other 
operat- 
ing. 


SI.  43 

.82 

.97 

1.16 

1.12 
2.19 
1.S9 
1.94 
2.74 
2.11 

2.28 
2.28 
1.87 
4.12 
7.41 

.18 


Total. 


S2.68 

1.37 

1.62 

1.82 

1.69 
4.55 
3.13 
3.77 
4.89 
4.66 

6.34 
3.81 
3.49 
14.61 
21.60 

.37 


Mill 
cost. 


$20. 97 

19.09 

19.97 

18.70 

18.14 
26.10 
20.83 
25.55 
25.10 
26.63 

26.75 
25.23 
26.99 
37.60 
46.85 


Addi- 
tional 
cost. 


$1.26 
1.09 
.90 


.84 
1.39 
.99 
.85 
L42 
1.23 

1.37 
1.98 
2.13 
1.87 
2.14 

.14 


Total 
cost. 


$22.23 

20.18 

20.87 

19.68 

18.98 
27.49 
21.82 
26.40 
26.52 
27.76 

28.12 

27.21 
29.12 
39.37 
48.99 

3.18 


'  Except  lor  bright  coarse  wire  and  black  sheets,  which  are  tor  net  tons,  and  for  tin  and  terne  plate, 
which  are  for  base  boxes  of  100  pounds. 
'  Includes  $2.04  for  black  plate  and  $0.63  for  tin. 
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The  above  table  shows  the  product/  the  tons  produced,  the  costs 
per  ton  of  product  distinguished  with  respect  to  the  raw  material, 
the  labor,  and  the  other  operating  expense,  and  the  cost  of  the  last 
two  items  (cost  above  materials)  combined ;  and  the  cost  of  raw  mate- 
rial and  cost  above  materials,  together  constituting  the  mill  cost. 
There  are  then  added  the  "additional  costs"  (which  the  Bureau 
derived  from  the  profit  and  loss  statements  of  the  companies),  which 
include  chiefly  general  expense  and  general  depreciation  not  specific- 
ally allotted  to  the  various  products,  or  even  included  in  the  several 
companies'  statements  of  manufacturing  and  producing  cost,  but 
which  were  nevertheless  expenses  of  the  business  and  allowances 
actually  made  for  depreciation.  These  allowances  were  undoubtedly 
sometimes  too  high  for  the  average  of  the  total  production,  but  a  read- 
justment of  these  allowances  for  each  product  would  have  been 
practically  impossible.  It  should  also  be  borne  in  mind,  as  explained 
already  (p.  29),  that  in  consequence  of  the  fact  that  each  product, 
from  the  pig  iron  on,  is  generally  charged  into  the  next  step  at  mill 
cost  instead  of  the  total  book  cost  here  shown^that  is,  without  taking 
account  of  these  additional  expenses — the  result  is  that  these  items 
naturally  increase  in  a  cumulative  manner.  Thus  they  tend  to  be 
higher  per  ton  for  ingots  than  for  pig  iron,  for  the  heavy-rolled 
products  than  for  ingots,  and  for  hght-rolled  products  than  for  heavy- 
rolled  products.  There  were,  however,  great  differences  in  these  addi- 
tional expenses  for  different  companies,  and  the  different  companies 
did  not  have  the  'same  proportions  of  the  total  output  for  each 
product,  and  often  for  some  products  no  output  at  all. 

Furthermore,  it  is  probable  that  the  additional  costs  for  the 
lighter  rolled  products  are  in  most  cases  too  low,  on  account  of  the 
methods  used  in  ^locating  them.  As  appears  from  the  foregoing 
discussion,  they  were  too  high,  on  the  average,  for  pig  iron  and  ingots, 
but  probably  about  right  for  rails.  If  the  total  amount  is  assumed  to 
be  right  for  general  expenses  and  not  greatly  excessive  for  deprecia- 
tion, it  follows  that  in  so  far  as  the  additional  costs  for  the  earlier 
stages  of  production  are  cut  down,  they  must  be  increased  at  the 
later  stages.  This  view  is  apparently  correct  for  the  depreciation, 
and  undoubtedly  correct  for  general  expenses.  The  latter  are  very 
largely  incurred  in  connection  with  the  sale  of  finished  products,  and 
more  particularly  such  products  as  structural  materials,  merchant 
bar,  wire  products,  sheets,  tin  plate,  and  tubes.     Steel  makers  rarely 

1  The  Bureau  obtained  and  compiled  data  with  regard  to  the  costs  of  certain  other  rolled  products,  such 
as  billets  from  acid  open-hearth  ingots,  sheet  bars  from  open-hearth  steel,  light  rails,  girder  rails,  hoops 
and  bands,  cotton  ties,  merchant  bar  from  small  billets,  muck  bar  and  tubes,  most  of  which  will  be 
covered  in  detail  in  the  full  report.  In  some  cases,  however,  the  tonnage  reported  was  too  small  for  the 
results  to  be  significant,  while  in  some  other  cases  the  product  itsel  included  too  great  a  range  of  sizes  to 
make  the  average  of  much  value. 
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sell  pig  iron,  and  generally  only  a  small  portion  of  their  billets  and 
other  semifinished  steel.  Billets  do  not  require  much  expense  to 
sell,  and  rails  probably  even  less. 

It  should  be  noted  in  connection  with  costs  for  particular  rolled 
products  that  there  are  often  considerable  differences  between  the 
average  costs  of  products  which  do  not  seem  to  be  proportional  to 
the  normal  differences  of  costs  of  production.  It  is  important  to 
bear  in  mind,  therefore,  that  for  different  plants  there  were  marked 
differences  in  the  cost  of  the  same  product,  and  further  that  in  most 
cases  the  group  of  plants  whose  costs  are  averaged  for  one  product 
is  not  the  same  as  the  group  for  another  product.  Thus  billets  were 
made  by  a  great  number  of  plants,  but  sheet  bars  by  a  comparatively 
small  number,  and  the  latter,  moreover,  included  some  of  the  most 
efficient  plants  in  the  country.  This  explains  why  the  average  cost  of 
Bessemer  sheet  bars  was  lower  than  the  average  cost  of  large  Bessemer 
billets,  although  sheet  bars  produced  at  any  given  plant  would  cost 
more  than  such  billets. 

It  would  involve  a  tedious  discussion  to  consider  the  circumstances 
governing  the  costs  of  each  of  these  rolled  products.  It  will  be 
sufficient  to  consider  briefly  a  few  of  the  most  important  ones,  and 
to  mention  some  of  the  characteristic  conditions  and  conspicuous 
differences  affecting  book  costs.  In  particular  it  is  interesting  to 
note  the  proportion  that  the  labor  cost  bears  to  the  total  mill  cost. 
For  this  purpose  it  is  not  possible  here  to  take  account  of  any  labor 
costs  except  those  which  are  directly  entered  as  such  in  the  cost 
sheets,  but  it  should  be  clearly  understood  that  the  pay  roll  would,  if 
completely  analyzed  and  allocated,  show  a  distinctly  larger  proportion. 

Book  cost  of  billets. — These  are  the  simplest  of  the  products 
rolled  from  ingots,  and  consist  in  typical  form  oflengths  of  steel  4 
by  4  inches  square.  As  they  are  only  semifinished  and  must  be 
rolled  further  to  have  a  merchantable  character  (that  is,  to  be  pur- 
chased by  other  manufacturers  than  those  operating  rolling  mills),  it 
is  not  necessary  during  the  process  of  rolling  to  cut  or  "crop"  the 
defective  ends  so  closely  as  for  some  products.  The  labor  cost  is  very 
low  compared  with  the  cost  of  the  ingots  from  wliich  the  biUets  are 
roUed.  For  the  above  noted  production  of  large  Bessemer  billets,  the 
labor  cost,  which  was  only  SO. 55  per  ton,  formed  2.9  per  cent  of  the  mill 
cost,  while  the  total  cost  above  materials,  namely,  $1.37,  was  only  7.2 
per  cent  of  the  null  cost.  The  miU  cost  of  large  Bessemer  billets 
was  $19.09  per  ton,  and  the  total  book  cost — that  is,  including 
profit  and  loss  items  of  general  expense  and  depreciation — was 
$20.18  per  ton. 

Book  cost  of  rails. — The  cost  of  rails,  made  from  rail  ingots,  is 
also  chiefly  a  question  of  the  cost  of  the  raw  material.  The  labor  cost 
for  the  above-noted  production  was  $1 .25  per  ton,  which  formed  only  6 
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per  cent  of  the  mill  cost,  and  the  total  cost  above  materials  was  $2.68 
per  ton,  or  only  12.8  per  cent  of  the  mill  cost.  Rails,  moreover,  are 
not  a  particularly  simple  product,  because  they  must  be  made  with 
great  care,  and  the  ends  must  be  cropped  off  during  the  process  of 
rolling  to  a  greater  extent  than  for  billets.  Furthermore,  they 
require  considerable  labor  for  straightening  and  finishing  after  they 
are  cold. 

The  total  mill  cost  was  $20.97  per  ton,  and  this  with  the  additional 
costs  made  the  total  book  cost  $22.23  per  ton. 

Book  cost  of  plates. — It  is  interesting  to  compare  the  costs  of 
sheared  plates  from  slabs  with  universal  plates  from  slabs.  Slabs  are 
a  semifinished  product  like  billets.  Sheared  plates  are  rolled  from 
the  slabs  and  then  the  rough  edges  are  sheared  off  to  give  them  uni- 
form gauge  and  the  required  form.  Universal  plates  are  rolled 
directly  both  to  uniform  gauge  and  required  form.  The  former 
process  involves  more  labor  than  the  latter,  which  is  largely  auto- 
matic. This  result  is  shown  in  the  item  of  labor  cost,  which  was 
$2.36  per  ton  for  sheared  plates  from  slabs  and  $1.83  per  ton  for  uni- 
versal plates  from  slabs;  a  substantially  proportional  difference  ap- 
pears for  the  total  costs  above  materials.  Consequently,  although  it 
happened  that  the  slabs  cost  a  httle  less  for  sheared  plates  than  for 
universal  plates,  the  mill  cost  was  lower  for  the  latter. 

That  the  universal  plates  from  ingots  had  a  lower  cost  above  mate- 
rials than  universal  plates  from  slabs,  in  spite  of  the  fact  that  the 
former  included  two  stages  of  rolhng  as  compared  with  one  for  the 
latter,  was  due  chiefly  to  the  fact  that  they  comprised  plates  of 
greater  average  thickness  of  gauge,  enabhng  the  production  of  a 
muchelarger  tonnage  during  a  given  period  of  time,  thus  making  the 
labor  cost  per  ton  and  all  other  items  of  cost  above  materials  much 
lower. 

Book  cost  of  merchant  baes. — This  product  includes  a  variety 
of  shapes,  such  as  rounds,  squares,  flats,  etc.,  and  a  very  great  vari- 
ety of  dimensions.  It  is  the  chief  article  of  steel  required  in  the 
manufacture  of  machines,  implements,  and  tools,  besides  a  great 
many  other  kinds  of  ordinary  hardware.  The  merchant  bars  shown 
in  the  above  table  were  rolled  from  large  billets,  which  shows  that  the 
bars  produced  were  chiefly  of  the  heavier  shapes.  Owing  to  the  great 
variety  of  forms  and  sizes  of  steel  bars  and  the  comparatively  small 
tonnages  at  most  mills  for  a  given  size,  the  labor  cost  tends  to  be 
higher  than  for  many  products  which  otherwise  would  involve  quite 
as  much  labor  per  unit.  For  the  same  reasons  the  other  items  of  cost 
above  materials  tend  to  be  high.  The  total  cost  above  materials  for 
the  steel  bars  shown  in  the  foregoing  table  was  $5.34  per  ton,  and  con- 
stituted 20  per  cent  of  the  miU  cost,  which  was  $26.75  per  ton.  The 
average  book  cost  was  $28.12  per  ton. 
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Book  cost  of  wire  eods. — This  product,  like  hoops,  is  rolled  out 
to  such  small  dimensions  that  it  is  coiled  up  as  it  emerges  from  the 
mill.  The  most  modern  mills  are  largely  automatic,  a  billet  being 
started  at  the  beginning  and  running  through  a  succession  of  rolls 
with  rapidly  accelerating  speed  as  it  decreases  in  diameter.  Although 
the  gauges  of  drawn  wire  are  very  numerous,  the  gauges  of  wire  rods 
are  few  in  comparison,  and  an  immense  tonnage  is  rolled  for  the 
standard  sizes  of  such  widely  used  articles  as  fence  wire  and  wire 
nails.  The  cost  above  materials  for  wire  rods  is  chiefly  on  this  ac- 
count much  lower  than  for  merchant  bar,  averaging  $3.81  per  ton 
for  the  quantity  covered  in  the  foregoing  table,  or  15.1  per  cent  of 
the  mill  cost,  namely,  125.23  per  ton.  The  total  book  cost  was 
127.21  per  ton. 

Book  cost  of  black  sheets. — This  product  differs  markedly  from 
most  of  those  previously  discussed,  particularly  with  respect  to  the 
large  labor  cost  involved  in  its  manufacture.  The  modern  rolling 
miUs  for  the  products  heretofore  considered  (except  certain  kinds  of 
hght  bars  and  wire  rods  not  made  at  the  automatic  or  continuous 
mills)  are  generally  so  constructed  that  the  material  is  lifted  and 
placed  between  the  rolls  and  moved  either  continuously  forward,  or 
back  and  forth,  under  them  with  the  intervention  of  a  comparatively 
small  amount  of  manual  labor.  For  sheets  and  allied  products, 
however,  invention  has  not  succeeded  to  the  same  degree  in  sub- 
stituting automatic  devices.  In  making  sheets  the  sheet  bars  are 
passed  through  the  rolls  and  worked  back  and  forth  by  laborers  who 
stand  at  either  side,  and  who  are  also  required  to  double  the  material 
several  times  as  it  is  reduced  in  thickness  and  expands  in  area. 
This  process  is  also  interrupted  for  the  reheating  of  the  partially 
roUed  material.  The  number  of  passes  through  the  rolls  depends 
partly  on  the  original  thickness  of  the  sheet  bar  and  partly  on  the 
gauge  to  which  the  sheets  are  to  be  rolled.  The  sheet  roUers  form 
a  class  of  specially  skilled  labor. 

The  cost  of  labor  in  the  manufacture  of  black  sheets  constitutes, 
therefore,  a  considerable  element  in  the  mill  cost.  For  the  tonnage 
represented  in  the  foregoing  table  the  labor  cost  was  $10.39  per  net 
ton,  or  27.7  per  cent  of  the  mUl  cost;  the  total  cost  above  materials 
was  $14.51  per  net  ton,  or  38.7  per  cent  of  mill  cost.  The  mill  cost 
was  $37.50  per  net  ton,  and  total  book  cost  $39.37  per  net  ton. 

Book  cost  of  black  plate. — This  commodity  is  similar  to  black 
sheets,  but  is  subject  to  further  treatment  to  make  it  suitable  for 
tinning.  The  additional  processes  are  pickling,  annealing,  and  cold 
rolling.  Pickling  consists  in  puttiag  the  black  sheets  through^an  acid 
bath  to  remove  impurities  from  the  surface;  annealing,  in  heating 
and  cooUng  the  metal  slowly  to  make  it  pliable ;  and  cold  rolling,  in 
giving  it  a  final  rolling  to  insure  perfect  smoothness  and  correctness  in 
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gauge.  All  of  these  processes  involve  considerable  handling  and 
labor,  and  also  large  expenses  for  materials  and  supplies. 

The  labor  cost  of  black  plate  forms,  therefore,  a  considerable  item, 
and  for  the  production  shown  in  the  foregoing  table  amounted  to 
$14.19  per  ton,  or  30.3  per  cent  of  the  mill  cost.  The  other  items  of 
cost  above  materials  were  $7.41  per  ton,  so  that  the  total  cost  above 
materials  was  no  less  than  $21.60  per  ton,  or  46.1  per  cent  of  the  mill 
cost.  The  mUl  cost  was  $46.85  per  ton,  and  the  total  book  cost  $48.99 
per  ton. 

Book  cost  of  tin  and  teene  plate. — This  product  is  sold  and 
the  cost  is  reckoned  on  the  basis  of  a  standard  or  base  box  which  con- 
tains 100  pounds  of  tin  plate.  To  compare  the  costs  of  tin  plate  with 
black  plate,  from  which  it  is  made,  they  should  be  multiplied  by  22.4 
to  get  both  on  a  gross-ton  basis.  Apart  from  the  black  plate  used, 
the  most  important  item  of  expense  is  for  pig  tin.  The  labor  cost  in 
tinning  is  comparatively  small. 

For  the  production  shown  in  the  above  table  the  average  cost  of 
the  black  plate  was  $2.04  per  base  box,  and  the  pig  tin  $0.63  per  base 
box.  These  two  items  are  grouped  together  in  the  table  for  con- 
venience in  statement.  WMle  the  black  plate  has  a  cost  which,  even 
for  the  least  integrated  companies,  goes  back  to  the  cost  of  sheet  bars 
and  for  most  of  the  producing  interests  goes  back  to  the  cost  of  ore 
and  coke,  the  pig  tin  is  an  imported  article  purchased  in  the  world 
market  and  at  prices  which  show  considerable  fluctuations. 

The  labor  cost  of  tin  plate  for  the  production  under  consideration 
was  $0.19  per  base  box,  and  formed  6.3  per  cent  of  the  mill  cost.  The 
total  cost  above  materials  was  $0.37  per  base  box,  or  12.2  per  cent  of 
the  miLL  cost.  The  mUl  cost  was  $3.04  per  base  box,  and  the  total 
book  cost  $3.18  per  base  box  ($71.23  per  gross  ton). 

Section  7.  Character  and  significance  of  foregoing  book  cost  statements. 

The  foregoing  discussion  covers  the  mill  costs  as  shown  on  the 
books  of  the  companies,  and  also  shows  the  book  costs  by  adding  to 
the  former  the  "additional  costs"  (general  expense  and  depreciation) 
shown  by  the  profit  and  loss  statements.  These  book  costs,  however, 
if  taken  by  themselves,  form  an  imperfect  basis  for  judging  the  cost  of 
production.  This  is  because,  as  already  explained,  there  are  large 
but  very  varying  items  of  intermediate  profit  included  in  the  price 
of  the  materials  transferred  from  one  stage  of  production  to  a  suc- 
ceeding stage. 

The  next  and  far  more  important  step  will  be  to  show  what  these 
book  costs  become  when  intermediate  transfer  profits  are  eliminated. 
This  further  process  could  be  carried  out  by  the  Bureau,  however, 
only  for  ore,  pig  iron,  and  crude  steel,  and  a  very  limited  number  of 
rolled  products.     For  the  other  products  shown  above,  therefore,  the 
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total  book  cost  is  a  figure  of  distinctly  limited  value.  The  principal 
interest,  indeed,  of  the  foregoing  cost  statements  for  most  of  the 
finished  products  is  found  not  in  the  book  cost  or  even  in  the  mill  cost, 
but  in  the  costs  above  materials,  or,  in  other  words,  all  items  of  mill 
cost  except  the  material  used.  This  is  a  much  better  standard  of 
comparison  than  the  conversion  cost,  which  includes  the  cost  of  waste, 
because  the  cost  of  waste  must  be  figured  on  the  prices  of  the  mate- 
rials used — itself  a  fluctuating  and,  as  has  been  shown,  unreliable 
figure,  often  containLng  considerable  items  of  antecedent  profit.  The 
costs  above  materials,  on  the  other  hand,  are  of  great  value  and  great 
interest. 


CHAPTEE   IV. 

METHODS    OF    ELIMINATIIfG    INTERMEDIATE    TRANSFER 
PROFITS  FROM  BOOK  COSTS. 

Section  1.  Two  kinds  of  profits  included  in  book  costs. 

The  importance  of  eliminating  intermediate  profits  included  in 
the  foregoing  book  costs  has  been  repeatedly  referred  to.  These 
intermediate  profits  are  of  two  kinds — (1)  transfer  profits  and  (2) 
profits  on  transportation. 

Transfer  profits,  as  already  made  clear,  are  profits  added  by  an 
integrated  concern  to  the  cost  of  an  antecedent  raw  material — such 
as  ore  or  coke,  or  a  relatively  crude  material,  as,  for  instance,  pig 
iron,  ingots,  or  biUets — in  transferring  these  materials  from  one  sub- 
company  to  another  or  from  one  department  to  another. 

Transportation  profits  are  the  profits  from  the  transportation  of 
ore  used  in  making  pig  iron  and  steel.  These  are  the  only  profits 
of  this  kind  directly  connected  with  the  cost  of  production  of  iron 
and  steel  which  can  be  determined  with  any  degree  of  accuracy. 

The  elimination  of  these  profits  would  present  a  somewhat  different 
problem  than  in  the  case  of  transfer  profits.  Integration  of  the 
production  of  raw  materials  may  be  regarded  as  a  normal  con- 
dition in  the  steel  industry  at  the  present  time.  On  the  other 
hand,  the  integration  of  such  production  with  the  transporta- 
tion agencies  which  serve  them  is  exceptional.  Railroads,  apart 
from  industrial  switching  facilities  (and  as  distinguished  from  vessel 
fleets),  could  not,  under  most  conditions  of  the  industry,  be  provided 
for  each  integrated  concern,  no  matter  how  large,  without  involving 
great  waste  of  capital  in  investment  and  excessive  costs  of  produc- 
tion. Hence,  while  the  costs  arrived  at  by  ehminating  transfer 
profits  may  be  regarded  as  normal  figures  for  successful  modern 
companies,  the  ehmination  of  transportation  profits  would  tend  rather 
to  show  the  infiuence  of  an  exceptional  factor  in  the  industry. 

For  these  reasons  the  Bureau  has  revised  the  book  costs  at  this 
point  in  one  way  only,  namely,  eliminating  merely  the  intermediate 
transfer  profits  on  materials  passing  from  one  stage  of  production  to 
another.  In  Chapter  VII  the  costs  wiU  be  shown  for  the  Steel  Cor- 
poration alone  for  the  year  1910,  eliminating  both  transfer  and  trans- 
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portation  profits,  as  it  is  for  this  concern  onl}-  that  the  transportation 
profits  are  of  great  significance  in  the  cost  of  production. 

It  is  desirable  first  to  point  out  the  scope  of  the  cost  data  from 
which  such  profits  are  ehminated  and  then  certain  general  rules 
followed  in  eliminating  transfer  profits. 

Section  2.  Extent  of  industry  covered  and  distinction  of  large  and  small 
companies. 

Limitation  of  discussion  to  Lake  oee-using  districts. — In 
making  its  revision  of  book  cost  data  the  Bureau  has  confined  itself 
to  concerns  using  almost  exclusively  Lake  ores.  At  the  present  time 
the  steel  industry  is  practically  based  on  Lake  ores.  The  districts  of 
production  which,  considering  both  volume  of  output  and  conditions 
of  cost,  most  fairly  represent  the  position  of  the  United  States  as  a 
whole  are  those  which  lie  west  of  the  Allegheny  Mountains,  north  of 
the  Ohio,  and  east  of  the  Mississippi  Rivers.  This  region  includes 
such  important  districts  as  Pittsburgh,  the  Valleys,  Lake  Erie,  Wheel- 
ing, southern  Ohio,  and  Chicago. 

While  the  limitation  of  the  discussion  of  the  revised  costs  to  these 
particular  districts  necessitates  the  exclusion  of  considerable  of  the 
data  presented  in  preceding  book  cost  statements,  nevertheless  the 
cost  data  comprised  in  this  study  of  revised  costs  embrace  not  only 
the  bulk  of  those  obtained  by  the  Bureau,  but  also  include  a  very 
substantial  proportion  of  the  total  business  of  the  United  States  for 
the  period  in  question.     This  is  clearly  shown  by  the  following  table: 

Table  8.— PRODUCTION  OF  SPECIFIED  PRODUCTS  COMPRISED  IN  BUREAU'S  COMPU- 
TATIONS OF  REVISED  COSTS  AND  PER  CENT  OF  SAME  TO  TOTAL  PRODUCTION  IN 
THE  UNITED  STATES,  1902-1906. 


Products. 


Production. 


Per  cent 
of  total 

for 
United 


Lake  ore 

Connellsville  coke  (net  tons) 

Total  coke  (net  tons) 

Bessemer  pig  iron 

Basic  pig  iron 

Bessemer  billet  ingots 

Bessemer  rail  ingots 

Large  Bessemer  billets 

Bessemer  standard  rails 


Gross  tons. 

106,268,728 
61,867,247 
67,121,843 
44,311,630 
9,161,685 
29,099,783 
16,495,210 
17,151,389 
10,618,799 


73.3 
72.2 
40.0 
79.5 

58.4 

91.6 


(') 


1  Probably  about  90  per  cent. 
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It  is  apparent,  therefore,  that  these  revised  cost  figures  in  most 
cases  cover  a  very  large  proportion  of  the  total  production  of  the 
products  specified.  They  include  the  total  production  of  the  Steel 
Corporation  for  these  products.  Moreover,  they  include  all  the  Lake 
ore  for  which  the  Bureau  received  returns  and  practically  all  the  Con- 
nellsville  beehive  coke  included  in  the  cost  statements  furnished  for 
the  period  in  question. 

During  the  period  1902  to  1906  the  only  important  companies, 
furnishing  cost  statements  which  were  outside  of  the  districts  above 
named,  and  which  manufactured  steel  in  important  quantities,  com- 
prised two  in  the  East  and  one  in  the  Far  West.  One  of  the  eastern 
companies  used  foreign  ores  chiefly,  and,  both  on  this  account  as  well 
as  on  account  of  the  difficulty  of  revising  its  costs  on  the  basis 
planned,  was  naturally  excluded  from  the  computation.  The  other 
large  eastern  company  was  also  excluded  with  respect  to  most 
products  as  being  outside  the  region  regarded  as  typical,  although 
included  for  two  important  products. 

The  production  of  the  Southern  companies  which  furnished  cost 
data  was  important  only  for  ore,  coke,  and  foundry  pig  iron.  The 
costs  of  these  products,  as  alreadyshown  above  (see  pp.  17, 19,  and  22), 
were  very  nearly  on  a  net  basis,  as  shown  by  the  books  of  account, 
and  no  important  change  would  have  resulted  from  revising  them  in 
the  manner  described  above.  Furthermore,  it  would  have  been 
quite  improper  to  have  combined  them  with  the  costs  for  the  districts 
using  Lake  ore. 

Owing  to  this  difference  in  the  extent  of  the  industry  between  the 
costs  covered  by  the  cost  statements  hereafter  to  be  given  and  the 
book  costs  for  the  country  as  a  whole  presented  above  (Chap.  Ill), 
it  was  necessary,  of  course,  to  compute  the  book  costs  also  for  these 
Lake  ore-using  districts  alone,  in  order  that  comparisons  could  be 
made  between  the  revised  costs  and  the  proper  book  costs.  For 
this  reason  the  book  costs  for  these  districts,  as  shown  in  the  next 
chapter,  will  differ  slightly  from  those  shown  in  Chapter  III.  The 
differences,  however,  are  small  and  tend  to  show,  as  stated,  that  the 
costs  for  this  particular  region  (Lake  ore-using  districts)  are  a  fan- 
basis  for  judging  the  position  of  the  iron  and  steel  industry  in  the 
United  States. 

Sepaeation  of  laege  and  small  COMPANIES. — ^A  very  significant 
feature  of  the  comparison  of  revised  costs  with  book  costs  to  be 
presented  later  is  the  distinction  made  between  the  average  costs  of 
large  and  small  companies.  There  were,  of  course,  great  differences 
between  the  various  reporting  companies  in  the  degree  of  integration, 
and  hence  in  the  extent  to  which  intermediate  profits  from  transfers 
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figure  in  their  cost  statements.  It  was  obviously  desirable^,  there- 
fore, to  group  such  companies  in  order  to  show  these  differences 
clearly.  Generally  speaking,  the  large  companies  were  best  inte- 
grated; the  exceptions  to  this  condition  were  comparatively  unim- 
portant when  the  output  was  taken  into  consideration.  For  the 
large  companies,  furthermore,  the  production  processes  were  more 
comprehensive,  and  the  tonnages  so  much  larger  that  they  enjoyed, 
on  the  whole,  considerable  technical  advantages  with  respect  to  the 
economy  of  operation.  It  was  believed  that  these  large  concerns 
might  fairly  be  regarded  as  the  representative  units  of  the  industry 
for  the  purposes  of  this  cost  discussion. 

The  companies  whose  costs  of  production  were  uniformly  combined 
in  the  cost  averages  for  large  companies,  so  far  as  they  produced  the 
several  products,  were  (1)  the  United  States  Steel  Corporation,  (2) 
the  Lackawanna  Steel  Co.  (Buffalo  plant),  (3)  the  Jones  &  Laughlin 
Steel  Co.,  and  (4)  the  Kepublic  Iron  &  Steel  Co.  (Northern  plants). 
The  costs  of  production  of  the  Republic  Iron  &  Steel  Co.  for  its 
Southern  plants  were  not  included  in  this  computation,  nor  certain 
minor  plants  of  the  Lackawanna  Steel  Co.,  situated  east  of  the 
Allegheny  Mountaias.  For  two  products  the  average  for  the  large 
companies  includes  also  the  costs  of  the  Cambria  Steel  Co.,  which  is 
located  at  Johnstown,  only  about  80  mUes  east  of  Pittsburgh,  but 
which  is  generally  grouped  with  the  eastern  companies. 

The  smaller  companies  whose  costs  of  production  are  comprised  in 
the  averages  need  not  be  specified  in  detail.  The  number  iucluded 
in  the  statement  of  average  costs  for  particular  products  varied  con- 
siderably. They  include  a  few  companies  of  intermediate  size,  as 
well  as  more  numerous  companies  which  are  more  accurately  described 
as  small. 

To  sum  up,  therefore,  the  revised  cost  data  presented  ia  this  por- 
tion of  the  report  comprehend  the  costs  for  all  the  companies  in  the 
Lake  ore-using  districts.  These  costs  are,  for  purposes  of  compari- 
son, shown  in  two  ways — first,  in  the  form  of  the  book  costs  already 
discussed  (these  have  been  computed  on  the  basis  of  the  costs  reported 
by  the  companies),  and,  second,  the  same  costs  excluding  transfer 
profits.  These  costs  wiU  be  shown  separately  for  large  and  for  small 
companies. 

Section  3.  Method  of  eliminating  transfer  profits. 

The  elimination  of  profits  by  the  Bureau  was  based  on  information 
furnished  by  the  companies  themselves  respecting  the  amoimt  of 
such  profits.  The  computations  were  of  an  elaborate  and  com- 
pUcated  character  and  can  not  be  well  explained  in  detail  at  this 
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time;  they  will  be  set  forth  in  detail  in  the  full  text  of  the  report. 
It  is  important,  however,  to  indicate  in  a  very  general  manner  the 
methods  adopted  for  determining  transfer  profits  and  certain  general 
rules  which  governed  computations  before  stating  these  revised  costs 
themselves. 

In  the  first  place,  it  should  be  noted  that  the  whole  process  of  com- 
putation was  conducted  separately  for  each  company  and  was  made 
according  to  the  actual  circumstances  of  its  production  and  consump- 
tion of  the  several  products,  with  amounts  of  cost  and  profit  and  not 
by  the  use  of  averages  per  ton. 

The  several  companies  reporting  their  costs  also  reported  their  sales 
and  profits  on  sales,  by  products,  some  references  to  which  (in 
averages  per  ton)  have  been  made  above.  (See  pp.  18,  20,  and  25.) 
The  profits  by  products  which  have  been  cited  above  were  the  profits 
remaining  after  the  deduction  of  "  additional  costs, "  which  have  been 
already  explained  (p.  10).  As  the  method  of  allocating  such  addi- 
tional costs  is  necessarily  somewhat  arbitrary,  it  is  important  to  note 
that  there  were  no  additional  costs  to  be  distributed  in  the  case  of  ore 
and  coke,  and  hence  no  adjustment  to  be  made  respecting  the  profits 
thereon.  It  was  on  these  two  products  that  almost  all  of  the  transfer 
profits  which  are  to  be  deducted  were  received. 

One  rule  followed  was  that  for  deducting  the  profit  on  sales  as 
well  as  on  transfers,  in  so  far  as  the  consumption  of  the  product 
in  question  exceeded  the  quantity  transferred.  This  rule  can  be 
made  clear  by  a  brief  illustration.  Suppose  a  company  produced 
100,000  tons  of  Bessemer  pig  iron  in  a  year  at  an  average  cost  of  $12 
per  ton,  and  sold  35,000  tons  from  time  to  time  at  an  average  price  of 
$14  per  ton,  or  at  $2  per  ton  profit.  Suppose  it  consumed  in  its  own 
steel  works  65,000  tons  of  pig  iron  of  its  own  production  and  10,000 
tons  additional  purchased  in  the  open  market  at  an  average  price  of 
$15  per  ton.  The  direct  cost  of  the  pig-iron  tonnage  consumed 
would  therefore  be  65,000  tons  at  $12  per  ton,  and  10,000  tons  at  $15 
per  ton,  or  a  total  of  $930,000.  Against  this  cost,  according  to  the 
rule  adopted  by  the  Bureau,  there  was  put  the  profit  on  so  much  of 
the  tonnage  sold  as  corresponded  to  the  quantity  purchased.  In  the 
above  case  the  profit  of  $2  per  ton  on  10,000  tons  of  the  total  tonnage 
sold  gives  $20,000.  The  net  cost  of  the  pig  iron  consumed,  therefore, 
was  $910,000.  Of  course,  not  all  the  profit  on  sales  was  charged, 
but  only  the  profit  on  a  quantity  equal  to  the  quantity  purchased. 
Such  transactions  of  purchase  and  sale  during  a  year  are  not  uncom- 
moUo  They  are  sometimes  important  for  companies  mining  and 
consuming  ore,  where  a  variety  of  grades  is  desirable,  so  that  the 
product  of  one  mine  is  sold  in  order  to  buy  that  of  another. 
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It  should  be  noted,  however,  that  even  if  no  credit  had  been  given 
for  profit  on  such  sales,  the  total  results  arrived  at  would  not  have 
shown  any  material  difference. 

Another  rule  was  that  of  allocating  the  transfer  profit  for  a  given 
commodity  which  was  used  in  the  production  of  two  or  more  com- 
modities. In  such  cases  the  rule  adopted  was  the  obvious  one, 
namely,  to  prorate  the  profits  per  ton  according  to  the  tonnage 
consumed. 

A  conspicuous  difficulty  occurred  with  respect  to  the  question  of 
the  period  during  which  a  given  profit  was  earned  and  the  period  of 
production  against  which  it  should  be  applied  in  the  next  succeeding 
stage.  For  the  steel  products  here  under  consideration,  namely, 
ingots,  billets,  and  raUs,  this  is  a  comparatively  unimportant  matter, 
as  the  pig  iron  and  subsequent  materials  generally  move  day  by  day 
with  little  interruption  from  one  stage  of  production  to  another.  It 
is  of  great  importance,  however,  with  the  ore  going  into  pig  iron, 
because  ore  shipments  are  not  continuous  throughout  the  year  on 
account  of  the  winter  closing  of  Lake  navigation.  While  this  fact 
undoubtedly  introduces  considerable  liability  to  error  in  comparing 
ore  profits  with  pig-iron  costs  for  any  single  year  (due  chiefly  to  con- 
siderable fluctuations  in  the  price  of  ore),  it  is  not  a  serious  matter 
when  the  business  of  five  consecutive  years  is  averaged. 

The  difficulty  suggested  above  was  partly  obviated  also  by  carrying 
inventories  forward  into  the  consumption  of  the  succeeding  year. 
The  computation  of  the  average  costs  for  five  years  combined,  as 
well  as  for  single  years,  was  made  more  accurate  by  the  application 
of  this  obviously  correct  rule. 

The  most  difiicult  question  presented  in  the  computation  of  transfer 
profits  was  in  distinguishing  the  rates  of  profit  on  Bessemer  ores  and 
on  non-Bessemer  ores.  The  profit  statements  furnished  to  the  Bureau 
did  not  make  this  distinction.  For  some  companies  it  was  uimeces- 
sary,  because  they  produced  only  one  variety  of  ore.  For  certain 
other  companies  it  was  a  matter  of  indifference,  because  they  made 
only  one  kind  of  pig  iron.  But  for  companies  which  produced  both 
Bessemer  and  non-Bessemer  ores  and  which  Hkewise  produced  both 
Bessemer  and  basic  pig  iron  it  was  necessary  to  divide  the  loiown  ore 
profit  between  the  two  grades  of  ores.  The  exact  maimer  ia  which 
this  was  done  is  too  compficated  to  be  described  in  detail ;  but,  in  brief, 
it  consisted  in  determining  the  average  prices  and  profits  on  the  ores 
from  a  comparison  of  the  actual  average  prices  and  average  costs  of 
the  ores  for  all  ranges  and  grades  with  the  official  prices  for  the 
Bessemer  and  non-Bessemer  ores  for  the  Mesabi  and  Old  Raiiges. 
This  required  an  aUotment  of  tonnages  by  ranges  and  by  grades 
which  in  both  cases  involved  some  approximations,  also  certain  ad- 
justments to  make  tonnages  shipped  proportional  to  tonnages  mined 
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and  certain  other  adjustments  for  special  sales  below  the. market 
price,  etc' 

1  The  Bureau's  methods  and  results  in  computmg  the  approximate  division  of  profit  between  Bessemer 
and  non-Bessemer  ores  are  partly  indicated  here  and  will  be  fully  explained  in  the  full  report. 

The  actual  averageprices,  profits,  and  costs  for  the  sales  and  transfers  of  109,424,041  tons  of  Lake  ore 
during  the  five  year§-1902-1906  which  were  reported  to  the  Bureau  were  as  follows: 

AVERAGE  COSTS,  PRICES,  AND  PROFITS  ON  LAKE  ORE,  PER  GROSS  TON,  BY  YEARS, 

1902-1906. 


Year. 

Tonnage. 

Cost  per 
ton. 

Price  per 
ton. 

Profit  per 
ton. 

1902 

20,111,011 
17, 627, 423 
16,555,393 
26,093,788 
29,036,426 

$2.77 
2.70 
2.70 
2.68 
2.64 

S3. 34 
3.57 
3.06 
3.18 
3.47 

$0.57 

1903 

.87 

1904  .               .... 

.36 

1905 

.60 

1906 

.83 

1902-1906 

109,424,041 

2.67 

3.33 

.66 

» 

The  final  alloeation  of  these  prices,  profits,  and  costs  to  the  two  grades  of  ore  for  the  Mesabi  and  Old 
Ranges,  respectively,  the  details  of  which  will  be  shown  in  the  full  report,  was  as  follows: 

ACTUAL  AVERAGE  PRICES,  COSTS,  AND  PROFITS  ON  SALES  AND  TRANSFERS  OF  ALL 
LAKE  ORE,  PER  GROSS  TON,  REPORTED  TO  THE  BUREAU,  AND  ESTIMATED 
DIVISION  OF  THE  SAME  FOR  BESSEMER  AND  NON-BESSEMER  ORES,  BY  YEARS, 
1902-1906. 


Year. 

Grade. 

Tons. 

Cost. 

Price. 

Profit. 

1902..  . 

Bessemer    - 

13,000,000 
7,100,000 

$2.71 
2.88 

$3.53 
2.98 

$0.82 

.10 

Total 

20,100,000 

2.77 

3.34 

.57 

1903 

11,700,000 
5,900,000 

2.64 
2.81 

3.77 
3.17 

1.13 

.36 

Total 

17,600,000 

2.70 

3.57 

.87 

Bessemer....         .  . 

1904  .. 

11,200,000 
5,300,000 

2.66 
2.82 

3.19 
2.80 

.53 

Non-Bessemer... 

O.02 

Total 

16,500,000 

2.70 

3.06 

.36 

1905....                      

17,200,000 
8,900,000 

2.54 
2.66 

3.32 
2.91 

.78 

Non-Bessemer 

Total 

.25 

26,100,000 

2.58 

3.18 

.60 

f 

Bessemer.— 

1906 

19,100,000 
9,900,000 

2.59 
2.71 

3.59 
3.22 

1.00 

Non-Bessemer... 

61 

Total 

29,000,000 

2.64 

3.47 

.83 

190^-1906 

72,200,000 
37,100,000 

2.62 
2.76 

3.48 
3.03 

.86 

.27 

Total 

109,300,000 

2.67 

3.33 

66 

While  the  total  average  profits  for  each  year  were  compiled  from  books  of  account,  the  profits  for  the  two 
grades  of  ore  are  approximate  and  apply  to  the  particular  tonnages  comprised  in  the  above  table. 

The  principal  interest  of  this  table  lies  in  the  fact  that  it  was  the  basis  for  apportioning  the  profits  on 
Bessemer  and  non-Bessemer  ore  for  the  Steel  Corporation.  Of  course,  the  greater  part  of  the  tonnage 
shown  in  this  table  was  that  of  the  Steel  Corporation.  For  the  Steel  Corporation  alone,  however,  the 
average  profits  per  ton  in  each  year  varied  slightly  from  the  averages  shown  above,  and  adjustments  were 
made  accordingly  in  the  computations  for  that  concern. 

Separate  treatment  was  made  of  ore  sales  and  ore  transfers  in  making  these  adjustments  on  accotmt 
of  the  marked  diflerences  in  the  average  prices  at  which  such  sales  and  transfers  were  made. 

As  just  noted,  while  in  the  determination  of  these  profits  on  ore  certain  approximations  were  necessary, 
yet  the  average  profit  for  both  Bessemer  and  basic  pig  iron  combined  is  a  known  amount  derived  from 
the  records  submitted  by  the  companies.  There  is,  moreover,  no  doubt  that  this  allocation  of  the  total 
profits  as  between  Bessemer  and  basic  iron  is  substantially  correct, 
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Section  4.  Principal  products  for  which  transfer  profits  were  deducted. 

The  principal  items  of  transfer  profit  were  for  ore  and  coke,  and  to 
a  less  extent  for  pig  iron  and  certain  minor  raw  materials,  such  as 
ferromanganese.  The  profits  on  all  ore  and  coke  entering  the  net 
metallic  mixture  and  coke  items,  respectively,  in  the  pig-iron  cost 
sheets  were  deducted  from  the  costs  of  these  items,  thus  giving  the 
net  costs.  In  the  cost  of  ingots  these  deductions  appear  again  in  the 
reduced  cost  of  the  pig  iron  and  scrap  along  with  any  deductions  on 
account  of  intermediate  profits  on  pig  iron,  so  far  as  they  were  ap- 
plicable to  the  production  of  the  ingots  in  question.  Similar  deduc- 
tions were  made  from  manganese  costs  on  account  of  intermediate 
profits  in  the  ferromanganese  or  other  similar  additions  to  the  metal. 
As  these  deductions  resulted  in  a  revised  cost  for  the  ingots,  they 
likewise  affected  in  a  similar  manner  the  cost  of  ingots  ^used  in  mak- 
ing rails  and  large  billets. 


CHAPTER  V. 

COMPARISOIT  OF  BOOK  COSTS  FOR  1902-1906  WITH  COSTS 
AFTER  ELIMINATION  OF  INTERMEDIATE  TRANSFER 
PROFITS. 

Section  1.  Introductory. 

Having  made  clear  the  general  principles  followed  by  the  Bureau 
in  determining  the  amount  of  transfer  profits  to  be  eliminated,  it 
now  remains  to  compare  the  costs  computed  in  the  two  ways  noted 
on  page  6,  namely,  (1)  book  cost,'  and  (2)  book  costless  intermediate 
transfer  profits.  These  costs  are  shown  not  only  for  all  companies 
combiaed,  but  also,  as  far  as  practicable,  grouped  for  large  companies 
and  small  companies.  For  convenience  and  brevity  the  different 
forms  of  statement  are  presented  side  by  side.^ 

Owing  to  the  nature  of  the  information,  it  was  impracticable,  as 
already  stated,  to  carry  such  revision  of  costs  beyond  crude  steel, 
except  for  two  of  the  most  important  rolled  products — ^Bessemer 
rails  and  large  Bessemer  billets. 

Section  2.  Comparison  of  costs  for  Lake  ore. 

The  present  section  takes  up  ore  costs  for  all  the  companies 
reporting,  combined,  and  includes  the  Steel  Corporation  in  those 
figures. 

The  costs  of  Lake  ore  require  only  one  insignificant  elimination, 
namely,  a  very  small  intermediate  profit  from  intercompany  royalty. 
That  there  are  no  intermediate  transfer  profits  on  materials  is  due, 
of  course,  to  the  fact  that  ore  is  an  original  raw  material.  There  is, 
of  course,  a  large  and  very  important  transportation  profit  in  the 
carriage  of  ore,  but  accruing  almost  entirely  to  the  Steel  Corporation; 
on  account  of  this  circumstance,  as  already  made  clear,  this  profit  is 
not  to  be  eliminated  in  these  comparisons  of  average  costs  for  several 
companies,  but  the  extent  of  it  will  be  shown  in  detail  at  the  end  of 
this  chapter,  and  will  be  taken  up  in  Chapter  VII,  as  already  noted, 
in  connection  with  the  costs  of  the  Steel  Corporation  alone  for  the 
year  1910. 

1  Except  for  ore  for  whlcli  only  a  triSing  deduction  for  intermediate  proflts.was  necessary. 

'  The  costs  which  are  shown  in  this  chapter  do  not  cover  all  the  cost  statements  furnished  to  the 
Bureau  as  stated  above  (p.  3S),  but  that  part  for  the  production  of  the  chief  Lake  ore-using  districtSi 
which,  however,  comprised  the  great  bulk  of  the  production  of  the  country.  (See  Table  8.)  For  some 
products,  e.  g.,  Lake  ore  and  Bessemer  billet  ingots, ^t  comprises  the  total  tonnage  reported  to  the 
Bureau. 
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Table  9.-AVERAGE  BOOK  COST  PEE  GROSS  TON  OF  LAKE  ORB  AT  LOWER  LAKE 
PORTS,  EXCLUDING  INTERCOMPANY  ROYALTY,  DISTINGUISHING  LARGE  AND 
SMALL  COMPANIES,  1902-1906.    . 


Items  of  cost. 


Labor 

Other  operating 

Royalty 

Mine  cost 

Rail  freight 

Lake  freight 

Lower  Lake  cost 

General  expense,  depreciation,  and  taxes. 

Total  cost  at  lower  Lake  ports 


All  companies 

(106,268,728 

tons). 


JO.  46 
.37 
.23 


1.06 
.67 
.74 


2.46 
.16 


Large  compa- 
nies (84,920,942 
tons). 


$0.44 
.38 
.23 


LOS 
.69 
.74 


2.48 
.16 


Small  compa- 
nies (21,347,786 
tons). 


SO.  50 
.34 
.21 


1.05 
.58 
.74 


2.37 
.12 


2.49 


The  costs  as  shown  in  this  table  differ  from  the  book  costs  shown 
above  (p.  16)  in  two  respects  only.  First,  they  distinguish  all 
companies,  and  large  and  small  companies,  and,  second,  they  show 
the  costs  after  eliminating  intercompany  royalties.  Inasmuch  as 
the  changes  in  costs  on  account  of  the  elimination  of  intercompany 
royalties  were  very  slight,  it  is  unnecessary  to  show  the  book  costs 
together  with  the  same  costs  after  eliminating  such  intercompany 
royalties.  The  intercompany  royalties  averaged  only  $0.02  per  ton 
for  all  companies  combined,  and  $0.03  for  the  large  companies,  while 
for  the  small  companies  there  was  no  deduction  on  this  account. 

After  making  this  small  deduction,  the  average  mine  cost  was  the 
same  for  the  three  groups  shown,  namely,  $1.05  per  ton.  There  were, 
however,  some  differences  in  the  various  items  for  the  different  groups. 
Thus  for  the  item  of  labor,  which  represents  the  direct  labor  cost 
only,  the  average  for  all  companies  was  $0.45  per  ton,  as  compared 
with  $0.44  per  ton  for  the  large  companies  and  $0.50  per  ton  for  the 
small  companies.  The  higher  cost  of  labor  for  the  small  companies 
was  largely  offset,  however,  by  lower  costs  for  other  operating 
expenses,  namely,  $0.34  for  the  small  companies,  as  compared  with 
$0.38  for  the  large  companies.  The  small  companies  also  showed  a 
lower  average  royalty,  even  after  the  deduction  of  intercompany 
royalties,  the  average  for  the  small  companies  being  $0.21  per  ton,  as 
against  a  net  average  royalty  of  $0.23  for  the  large  companies.  A 
good  many  fee-ore  mines  (largely  in  the  Marquette  Range)  were  in  the 
small-company  group.  These  having,  of  course,  no  royalty,  tended 
to  reduce  the  average  royalty  cost  of  that  group  as  a  whole. 

The  small  companies  showed  a  lower  average  rail  freight,  prin- 
cipally due  to  the  fact  that  no  mines  in  the  Vermilion  Range  were 
included  among  them,  the  average  being  $0.58  per  ton,  as  against 
$0.69  for  the  large  companies.     On  the  other  hand,  their  average 
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Lake  freight  charge  happened  to  be  just  the  same  as  for  the  large 
companies,  namely,  $0.74  per  ton. 

The  small  companies  also  had,  on  the  average,  smaller  additional 
expenses  for  general  administration,  depreciation,  and  taxes,  namely, 
$0.12  per  ton,  as  compared  with  $0.16  for  the  large  companies. 

Consequently  the  small  companies  happened  to  have  a  lower  aver- 
age total  cost  at  lower  Lake  ports,  namely,  $2.49  per  ton,  as  compared 
with  $2.64  for  the  large  companies,  a  difference  of  $0.15  per  ton. 
This  advantage  of  the  small  companies  was  not  due,  however,  to 
cheaper  mining  as  such,  but  to  different  conditions  with  respect  to 
royalty  and  freights.  It  should  be  distinctly  understood  that  the 
small  companies  whose  ore  costs  are  shown  here,  for  the  most  part, 
are  not  the  same  small  companies  for  which  the  average  costs  of  pig 
iron  are  given  later. 

These  figures  show  the  average  costs  of  ore  at  lower  Lake  ports, 
but  not,  of  course,  at  the  furnace.  While  some  of  the  consuming 
furnaces  are  located  at  lower  Lake  ports,  the  net  costs  of  a  particular 
furnace  can  not  be  figured  from  these  averages. 

For  the  average  of  all  the  furnaces  using  Lake  ore,  a  considerable 
amount  of  rail  freight  has  to  be  added  because  most  of  them  are 
located  at  a  considerable  distance  south  of  the  Great  Lakes. 

As  has  been  clearly  explained  above,  these  costs  of  ore  at  lower 
Lake  ports  do  not  contain  any  deduction  on  account  of  the  large 
profits  from  the  transportation  of  ore  which  are  made  by  a  few 
ore-producing  interests,  and,  in  fact,  almost  entirely  by  the  Steel 
Corporation.  The  effect  of  such  transportation  profits  on  the  net 
cost  of  ore  at  lower  Lake  ports  is  taken  up,  therefore,  at  the  end  of 
this  chapter  and  also  in  another  chapter  (see  Chap.  VII),  namely, 
in  the  discussion  of  the  integration  costs  of  the  Steel  Corporation  for 
the  year  1910. 

Section  3,  Comparison  of  costs  of  coke.  • 

The  coke  produced  by  the  companies  which  are  considered  in  these 
computations  of  revised  costs  was  of  three  kinds — (1)  ConneUsville 
coke,  (2)  Pocahontas  coke,  and  (3)  by-product  coke.  In  none  of 
these  three  was  there  any  profit  included  in  the  coke  costs  themselves, 
on  account  of  the  transfer  prices  of  coal,  which  could  be  excluded  on  the 
basis  of  data  furnished  the  Bureau.  (In  the  subsequent  use  of  such 
coke  in  making  pig  iron,  however,  there  was  a  considerable  transfer 
profit,  as  noted  on  p.  50.)  Furthermore,  with  respect  to  the  differ- 
ences between  large  and  small  companies,  it  should  be  noted  that 
practically  all  the  ConneUsvUle  coke  (beehive)  for  which  the  Bureau 
had  returns  was  made  by  the  large  companies,  and  likewise  all  the 
by-product  coke.  As  to  Pocahontas  coke,  it  was  not  practicable  to 
show  the  cost  of  large  and  small  companies  separately.  Taking  aU 
the  coke  production  of  the  companies  here  under  consideration,  it 
22299°— PT  2—12 5 
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would  be  possible,  however,  to  distinguish  the  costs  of  the  large 
companies  from  the  costs  of  the  small  companies,  but  there  would  be 
little  utility  in  presenting  the  figures  because  averages  of  the  items  of 
coke  cost  for  districts  working  under  such  different  conditions  would 
have  almost  no  significance.  It  is  sufficient,  therefore,  to  note  that  the 
average  cost  of  coke  at  the  oven  for  all  the  companies  here  under  con- 
sideration was  11.49  per  net  ton.  The  average  costs  at  the  oven  for 
all  companies,  for  the  several  kinds  of  coke,  for  the  five-year  period 
1902  to  1906,  were  as  follows: 

Per  net  ton. 

Connellsville  (51,  867,  247  tons) $1. 43 

Pocahontas  (4, 170,  396  tons) 1.  74 

By-product  (1, 084, 200  tons) 3. 43 

Average 1. 49 

For  most  of  this  coke  a  considerable  freight  has  to  be  paid  to  get  the 
coke  to  the  blast  furnace;  i.  e.,  for  all  coke  except  the  by-product 
coke. 

For  the  Connellsville  coke  and  the  Pocahontas  coke,  these  average 
costs  are  the  same  as  for  the  total  production  already  given,  although 
the  tonnage  in  the  case  of  the  former  is  not  quite  so  large  (p.  18). 
For  the  by-product  coke,  the  average  costs  here  shown  are  con- 
siderably higher  than  for  the  average  costs  of  all  by-product  coke 
reported  to  the  Bureau,  which  is  shown  elsewhere  (p.  19).  The 
details  as  to  differences  in  items  are  not  of  any  special  importance. 

Section  4.  Comparison  of  costs  of  Bessemer  pig  iron. 

The  book  costs  of  Bessemer  pig  iron  are  compared  with  the  costs 
after  the  ehmination  of  intermediate  transfer  profits  on  ore  and  coke. 
The  costs  of  the  large  and  small  companies  are  distinguished  in  each 
case.    They  are  for  the  Lake  ore-using  districts  only.     (See  p.  3S.) 

Table  10.— AVERAGE  BOOK  COST  PEE  GROSS  TON  OF  BESSEMER  PIG  IRON  AND 
COST  EXCLUDING  TRANSFER  PEO,FITS,  DISTINGUISHING  LARGE  AND  SMALL  COM- 
PANIES, 1902-1906. 


All  companies 
(44,311,530  tons). 

Large  compa- 
nies C40, 873, 250 
tons). 

Small  compa- 
nies (3,438,280 
tons). 

Items  of  cost. 

Book 
cost. 

Ex- 
clud- 
ing 

trans- 
fer 

profits. 

Book 
cost. 

Ex- 
clud- 
ing 

trans- 
fer 

profits. 

Book 
cost. 

Ex- 
clud- 
ing 
trans- 
fer 
profits. 

$7.36 
3.81 
.43 
.73 
.80 

S6.10 

3.28 

.43 

.73 

.80 

$7.38 
3.75 
.43 
.69 
.79 

$6.01 

3.19 

.43 

.69 

.79 

S7.20 
4.41 

.49 
1.26 

.82 

$7.14 
4.41 

.49 
1.26 

.82 

Coke 

Labor...                     

13.13 
.76 

11.34 
.76 

13.04 

.82 

n.u 

.82 

14.18 
.09 

14.12 
.09 

Additional  costs •.. 

13.89 

12.10 

13.80 

11.93 

14.27 

14.21 
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CoMPAEisoN  OF  BOOK  COSTS. — The  table  shows  that  the  average 
Bessemer  pig-kon  costs  of  the  large  compaiues  even  before  the  elimi- 
nation  of  antecedent  transfer  profits  were  distinctly  lower  than  those 
of  the  small  companies,  the  furnace  costs  being,  respectively,  $13.04 
and  $14.18  per  ton,  giving  an  advantage  for  the  large  companies  of 
$1.14  per  ton.  The  chief  differences  between  the  furnace  costs  of  the 
large  and  small  companies  are  found  in  the  costs  of  ore,  coke,  and 
labor.  The  ore  cost  of  the  large  companies  was  indeed  higher,  being 
booked  at  $7.38,  or  $0.18  higher  than  that  of  the  small  companies, 
$7.20  per  ton;  the  difference  was  chiefly  due  to  location  of  furnaces. 
As  stated  above  (p.  47),  the  small  companies  for  which  the  costs  of 
pig  iron  are  shown  here  are  not,  generally  speaking,  the  same  small 
companies  for  which  average  costs  of  ore  were  shown  above.  The 
disadvantage  of  the  large  companies  in  respect  to  book  cost  of  ore 
was  more  than  offset  in  the  book  cost  of  coke.  The  large  companies, 
with  an  average  book  cost  of  coke  of  $3.75  per  ton,  had  an  advantage 
of  $0.66  per  ton  over  the  small  companies  ($4.41).  In  this  case  also 
location  was  the  chief  factor. 

The  net  advantage  of  location  with  respect  to  these  two  materials 
may  be  roughly  estimated,  therefore,  at  $0.48  for  the  large  companies. 

The  chief  advantage  of  the  large  companies  was,  however,  in  the 
labor  cost,  namely,  $0.69  per  ton,  as  compared  with  $1.26  for  the 
small  companies — a  difference  of  $0.57  per  ton.  This  was  due 
chiefly  to  differences  in  efficiency  of  plants,  volume  of  production, 
etc.,  and  was  perhaps  partly  the  natural  result  of  a  larger  investment 
of  capital  per  ton  of  product.  Of  course,  even  where  the  investment 
is  not  greater  in  proportion  to  output,  it  is  generally  possible  to  have 
a  more  efficient  equipment  with  large  tonnages  of  product  than  with 
small  ones. 

The  other  items  of  furnace  cost  noted  in  the  foregoing  table  did  not 
show  any  marked  differences  between  large  and  small  companies. 

As  aheady  stated  elsewhere  (p.  24),  the  "additional  costs"  probably 
were  not  made  on  a  comparable  basis,  those  for  the  large  companies 
being,  on  the  average,  undoubtedly  too  high,  and  those  for  the  small 
companies  probably  being  too  low.  Such  "additional  costs"  for  the 
large  companies  might  be  expected  to  run  higher,  especially  on 
account  of  more  elaborate  technical  organization  and  equipment 
intended  to  reduce  operating  costs.  A  more  detailed  statement  of 
these  additional  costs  foUows: 


Items. 


Larpe 
companies. 


Small 
companies. 


General  and  miscellaneous  expense  . 
Depreciation 

Total 


.82 


$0.09 


.09 
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The  general  and  miscellaneous  expenses  were  considerable  for  the 
large  companies,  partly  on  account  of  their  more  complicated  organi- 
zation. Some  costs  comprehended  therein  were  probably  put  by  the 
smaller  companies  in  their  furnace  costs,  although  this  probably  was 
not  the  case  to  any  great  extent.  It  is  very  plain,  however,  that  the 
large  companies  made  very  heavy  charges  for  depreciation  as  compared 
with  the  small  companies.  Some  difference  in  this  respect  may  have 
been  necessary,  owing  to  the  more  elaborate  equipment  of  the  large 
companies;  but  it  must  be  remembered  that  this  depreciation  is 
reckoned  per  ton  of  product,  and  more  elaborate  equipment  tends  to 
faciUtate  larger  tonnages.  In  other  words,  more  extensive  plant 
investment  is  not  synonymous  with  greater  investment  per  ton  of 
product,  or  with  greater  depreciation  per  ton  of  product.  For  depre- 
ciation alone,  however,  $0.40  per  ton  is  regarded  as  ample,  while  gen- 
eral expenses  properly  chargeable  to  blast  furnaces  are  undoubtedly 
small  for  steel-making  companies. 

Bearing  these  facts  in  mind,  the  total  book  costs  of  large  and  small 
companies  shown  in  the  foregoing  table  may  be  noted,  namely,  $13.86 
per  ton  of  pig  iron  for  large  companies  and  $14.27  for  small  companies, 
giving  a  difference  of  $0.41  per  ton  in  favor  of  the  former. 

If  instead  of  these  additional  costs  an  assumed  normal  allowance 
for  such  costs  (see  p.  24),  namely,  $0.50  per  ton,  be  added,  the  total 
book  costs  would  be  $13.54  for  the  large  companies  and  $14.68  for  the 
small  companies — a  difference  of  $1.14  per  ton. 

Comparison  of  costs  of  all  companies  after  elimination  of 
INTERMEDIATE  TRANSFER  PROFITS. — There  wcre  great  differences 
between  the  average  book  costs  of  all  the  companies  combined  and 
these  costs  after  eliminating  antecedent  profits  from  transfers  of 
materials.  These  differences  were  far  greater  for  large  companies 
than  for  small  companies. 

The  only  items  of  cost  which  are  changed  by  the  revision  are  for  net 
metalUc  mixture  and  coke.  As  shown  on  the  books,  the  average  cost 
of  the  net  metallic  mixture  for  all  companies  was  $7.36  per  ton  of  pig 
iron.  The  eUmination  of  transfer  profits  reduced  this,  however,  to 
$6.10  per  ton,  a  difference  of  $1.26  per  ton.  This  corresponds  to  a 
transfer  profit  on  the  ore  consumed  of  approximately  $0.70  per  ton, 
about  1.8  tons  of  ore  being  used  on  the  average  to  produce  a  ton  of 
Bessemer  pig  iron. 

The  transfer  profits  eliminated  from  the  cost  of  coke  reduced  the 
book  cost  for  all  companies  from  $3.81  per  ton  of  pig  iron  to  a  cost 
of  $3.28  per  ton,  a  reduction  of  $0.53  per  ton.  A  little  more  than  a 
net  ton  of  coke  was  used  on  the  average  for  a  ton  of  pig  iron,  and  the 
transfer  profit  was  about  $0.46  per  net  ton  of  coke  used. 

On  account  of  these  differences  in  particular  items  the  total  furnace 
costs  necessarily  differed  greatly.     The  average  furnace  cost  for  all 
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companies,  as  shown  on  the  books,  was  $13.13  per  ton  of  pig  iron, 
as  against  $11.34  per  ton,  after  taking  out  the  transfer  profits.  Cor- 
responding differences  existed  for  the  total  costs  before  and  after  such 
revisions.  Thus  the  total  book  cost  was  $13.89  per  ton  of  pig  iron; 
or,  less  transfer  profits,  $12.10  per  ton. 

It  should  be  distinctly  borne  in  mind,  of  course,  that  as  these 
differences  were  due  to  the  elimination  of  profits  derived  from  pre- 
ceding stages  of  production,  it  is  logical  that  the  costs  should  be 
lower  in  order  that  there  may  be  a  larger  margin  of  profit  to  furnish 
a  return  to  the  larger  investment  involved. 

Comparison  of  costs  of  large  and  small  companies  after 
EXCLUDING  intermediate  TRANSFER  PROFITS. — The  great  reductions 
in  cost  which  are  shown  above  were  more  characteristic  of  the  large 
companies  than  of  the  small  companies,  because  the  former,  generally 
speaking,  were  more  complet-ely  integrated,  and  consequently  earned 
larger  profits  from  antecedent  stages  of  production. 

Thus,  while  the  large  companies  showed  higher  book  costs  for  net 
metallic  mixture  than  the  small  companies,  the  cost  of  this  item, 
after  eliminating  the  transfer  profits,  was  very  much  lower  for  them, 
namely,  $6.01  per  ton  of  pig  iron,  as  against  $7.14  per  ton.  The 
small  companies,  on  the  average,  showed  very  little  profit  on  this 
account — only  $0.06  per  ton,  as  against  $1.37  for  the  large  companies. 

In  the  case  of  coke  there  was  no  intermediate  transfer  profit  for 
the  small  companies,  whUe  that  for  the  large  companies  averaged 
$0.56  per  ton. 

Consequently  the  average  furnace  cost  after  the  ehmi nation  of 
transfer  profits  showed  $11.11  per  ton  for  the  large  companies,  as 
compared  with  $14.12  per  ton  for  the  small  companies. 

These  marked  differences  in  furnace  costs  are  somewhat  diminished, 
when  the  total  costs  are  compared,  on  account  of  the  greater  "addi- 
tional costs"  of  the  large  companies.  (See  p.  10.)  Eliminating 
transfer  profits,  the  total  cost  for  the  large  companies  was  $11.93 
per  ton,  as  compared  with  $14.21  for  the  small  companies,  a  difference 
of  $2.28  per  ton. 

If  the  additional  costs  were  taken  as  equal  for  each  group  of  com- 
panies at  $0.50  per  ton  (see  p.  24),  the  difference  would  have  been 
$3.01. 

While  in  this  revision  of  book  costs  the  Bureau  is  not  attempting 
to  eliminate  any  profits  except  those  from  the  transfers  of  materials, 
it  should  be  remembered  that  if  transportation  profits  on  ore  (see  p. 
70)"  were  also  eliminated  the  reduction  in  the  cost  of  pig  iron  result- 
ing therefrom  would  have  been  much  greater,  of  course,  than  in  the 
case  of  ore,  inasmuch  as  about  1.8  tons  of  ore  are  required  to  make 
a  ton  of  Bessemer  pig  iron.  The  same  would  be  true  also  in  the 
case  of  other  kinds  of  pig  iron.     Moreover,  for  steel  products  made 
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from  pig  iron  there  would  be  a  still  larger  deduction  on  account  of 
the  larger  quantities  of  ore  required  per  ton  of  product.  This  gen- 
eral fact  is  noted  here  and  need  not  be  repeated  in  discussing  the  costs 
of  other  kinds  of  pig  iron  or  for  steel  products  made  therefrom. 

Section  5.  Comparison  of  costs  of  basic  pig  iron. 

The  book  costs  of  basic  pig  iron  in  the  Lake  ore-using  districts  (see 
p.  38)  are  likewise  compared  with  the  costs  after  the  ehmination  of 
intermediate  transfer  profits  on  ore  and  coke.  The  costs  of  the  large 
and  small  companies  are  hkewise  distinguished  in  each  case. 

Table  U.— AVERAGE  BOOK  COST  PER  GROSS  TON  OF  BASIC  PIG  IRON  AND  COST  EX- 
CLUDING TRANSFER  PROFITS,  DISTINGUISHING  LARGE  AND  SMALL  COMPANIES, 
1902-1906. 


All  compa- 
nies (9,161,685 
tons). 

Large  compa- 
nies (8,466,492 
tons). 

Small  compa- 
nies (695,193 
tons). 

Items  of  cost. 

Book 
cost. 

Ex- 
clud- 
ing 
trans- 
fer 
profits. 

Book 
cost. 

Ex- 
clud- 
ing 
trans- 
fer 
profits. 

Book 
cost. 

Ex- 
clud- 
ing 

trans- 
fer 

profits. 

S7.15 

3.32 

.47 

.60 

.75 

$6.69 

2.79 

.47 

.60 

.75 

$7.17 

3.26 

.40 

.57 

.71 

$6.69 

2.68 

.46 

.57 

.71 

S6.90 
4.11 
■  .64 
1.06 
1.10 

$6.68 
4.11 
.64 
1.06 
1.10 

Coke 

Limestone . .                     

Other  operating 

12.29 
.52 

11.30 
.52 

12.17 
.54 

11.11 
.54 

13.81 
.31 

13.59 
.31 

Additional  costs 

Total  cost 

12.81 

11.82 

12.71 

11.65 

14.12 

13.90 

Comparison  of  book  costs. — The  average  costs  of  basic  pig  iron 
for  large  companies,  even  before  the  ehmination  of  antecedent 
transfer  profits,  were  distinctly  lower  than  those  of  small  companies,' 
the  furnace  costs  being,  respectively,  $12.17  and  $13.81  per  ton, 
giving  an  advantage  for  the  large  companies  of  $1.64  per  ton. 
Considerable  differences  appear  in  the  costs  of  each  item  shown. 

The  ore  cost  of  the  large  companies  as  shown  in  the  above  table 
exceeded  that  of  the  small  companies  by  $0.27  per  ton.  For  coke, 
however,  the  book  costs  were  considerably  lower  for  the  large  com- 
panies, namely,  $0.85  less  per  ton.  The  large  companies  had  also 
an  advantage  in  the  cost  of  limestone,  which  on  the  average  amounted 
to  $0.18  per  ton.  Location  of  furnaces  was  undoubtedly  the  prin- 
cipal factor  in  these  differences  in  cost  of  ore,  coke,  and  limestone. 
Other  reasons  have  already  been  made  clear. 


'  The  small  companies  whose  pig-iron  costs  are  shown  here  are  by  no  means  identical  with  those  whose 
ore  costs  are  shown  in  Table  9. 
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The  large  companies  had  a  labor  cost  of  only  $0.57  per  ton,  as  against 
$1.06  for  the  small  companies,  showing  a  difference  of  $0.49  per  ton. 
This  was  due  chiefly  to  differences  in  efficiency  of  plants,  volume  of 
production,  and  to  some  extent  perhaps  involved  larger  investments 
per  ton  of  product.  Likewise  for  other  operating  costs  the  large 
companies  enjoyed  a  distinct  advantage,  amounting  to  no  less  than 
$0.39  per  ton.  Over  half  of  this  difference  was  due  to  the  cost  of 
steam,  the  details  not  being  given  in  the  foregoing  table. 

The  large  companies  had  greater  additional  costs  allotted  to  basic 
pig  iron  which  tended  to  diminish  their  advantage  in  total  costs  over 
the  small  companies.  These  additional  costs,  stated  in  more  detail, 
were  as  follows: 


Items. 


Large 

com- 

paniea. 


Small 
com- 
panies. 


General  and  miscellaneous  expense. 
Depreciation 

Total  


SO.  28 
.26 


SO.  15 
.16 


.31 


The  differences  in  these  items  for  the  large  and  the  small  companies 
were  not  nearly  as  conspicuous  for  basic  pig  iron  as  for  Bessemer  pig 
iron,  and  consequently  the  comments  made  with  respect  to  the  latter 
(p.  50)  would  apply  only  in  a  slight  degree  in  this  case. 

The  total  book  costs' for  basic  pig  iron  showed  an  average  of  $12.71 
per  ton  for  the  large  companies  and  $14.12  for  the  small  companies, 
giving  a  difference  of  $1.41  per  ton. 

If  an  assumed  normal  additional  cost  of  $0.50  per  ton  were  used 
instead,  the  total  cost  for  the  large  companies  would  be  $12.67  per  ton, 
as  against  $14.31  for  the  small  companies — a  difference  of  $1.64. 

Comparison  of  costs  of  all  companies  after  elimination 
OF  intermediate  transfer  profits. — ^Although  the  antecedent 
profits  involved  in  the  book  costs  of  basic  pig  iron  were  not  as  large 
as  for  Bessemer,  there  were,  nevertheless,  great  differences  between 
the  book  costs  and  these  costs  after  eliminating  the  profits  on  trans- 
fers «f  materials.  These  differences  were  much  more  marked  also  for 
large  companies  than  for  small  companies. 

In  basic  pig  iron,  as  in  Bessemer  pig  iron,  the  only  items  of  cost 
which  were  changed  by  these  eliminations  were  the  items  for  net  me- 
tallic mixture  and  coke.  Taking  first  the  average  for  all  companies, 
the  book  cost  of  the  net  metallic  mixture  was  $7.15  per  ton  of  pig 
iron,  and  eliminating  the  transfer  profits  on  ore  this  was  reduced  to 
$6.69  per  ton,  a  difference  of  $0.46  per  ton.     Taken  on  a  ton  of  ore. 
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tliis  would  amount  to  about  $0.23  per  ton.  The  profits  on  the  non- 
Bessemer  ore  used  in  making  basic  pig  iron  are  much  lower  than  for 
Bessemer  ore,  inasmuch  as  the  prices  are  much  lower,  while  the  costs 
of  non-Bessemer  ore  averaged  a  little  higher. 

For  coke  the  average  book  cost  for  all  companies  was  13.32  per 
ton  of  pig  iron,  and  this  cost  less  transfer  profit  was  $2.79  per  ton, 
givmg  a  difference  of  $0.53  per  ton.  Figured  per  net  ton  of  coke 
used,  tliis  would  be  about  $0.46  per  ton. 

On  account  of  these  eliminations  of  antecedent  profits,  there  were 
marked  differences  in  the  average  furnace  costs  of  basic  pig  iron. 
Thus,  against  the  book  furnace  cost  of  $12.29  per  ton  for  all  com- 
panies, the  elimination  of  transfer  profits  gave  $11.30  per  ton,  show- 
ing a  difference  of  $0.99  per  ton. 

Corresponding  differences  existed  in  the  total  costs  before  and  after 
such  ehminations,  the  average  total  costs  per  ton  being,  respectively, 
$12.81  and  $11.82. 

As  stated  before  (p.  51),  these  transfer  profits  applied  to  produc- 
tive activities  in  prior  stages  of  production,  and  hence  the  margins 
between  cost  and  price  should  be  greater  after  such  eliminations,  in 
order  to  furnish  any  return  on  the  investment  m  such  prior  produc- 
tive enterprises. 

Comparison  of  eevised  costs  for  large  and  small  companies. — 
The  costs  of  the  net  metalhc  mixture  for  the  large  companies  ($7.17 
per  ton),  as  shown  on  the  cost  sheets,  averaged  higher  than  for  the 
small  companies  ($6.90),  as  already  shown  (p.  52),  but  after  the 
transfer  profits  on  ore  were  eliminated  in  each  case  these  costs  were 
practically  the  same  for  these  two  groups,  namely,  $6.69  per  ton  of 
pig  iron  and  $6.68  per  ton,  respectively. 

The  coke  cost  of  the  large  companies  was  reduced  by  the  elimina- 
tion of  transfer  profits  from  $3.26  per  ton  of  pig  iron  to  $2.68  per  ton, 
or  $0.58  per  ton,  whUe  for  small  companies  it  was  not  reduced  at  all. 

Consequently  the  average  furnace  cost  after  the  elimination  of 
transfer  profits  showed  $11.11  per  ton  for  the  large  companies,  as 
compared  with  $13.59  per  ton  for  the  small  companies,  giving  a  differ- 
ence of  $2.48  per  ton. 

Owing  to  the  fact  that  the  additional  costs  of  the  large  companies 
were  considerably  larger  than  for  the  small  companies,  the  revised 
total  costs  did  not  differ  so  greatly  as  the  revised  furnace  costs. 
Thus,  eliminating  transfer  profits,  the  total  cost  for  the  large  com- 
panies was  $11.65  per  ton,  as  against  $13.90  for  the  small  companies, 
giving  a  difference  of  $2.25  per  ton. 

If  the  additional  cost  were  assumed  to  be  $0.50  in  each  case  (see 
p.  24),  the  difference  in  the  costs  of  large  and  small  companies  would 
have  been  $2.48. 
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Section  6.  Comparison  of  costs  for  Bessemer  and  basic  pig  iron  com- 
bined. 

For  ordinary  cost  statements,  at  least  according  to  the  forms  of 
accounting  usually  followed,  a  combination  of  Bessemer  and  basic 
pig-iron  costs  would  be  of  little  value.  This  is  due,  of  course,  to  the 
fact  that  the  ores  used  are  customarily  charged  at  market  prices, 
and  that  the  prices  for  the  two  grades  of  ore  used  in  maldng  these 
kiads  of  pig  iron  are  widely  different. 

For  the  present  purpose,  however,  two  reasons  appear  for  combin- 
ing the  costs  of  Bessemer  and  basic  pig  iron.  In  the  first  place,  the 
method  of  distiaguishing  the  profit  on  Bessemer  and  non-Bessemer 
ores  (see  p.  42)  was  only  approximate.  The  results  obtained  are 
believed  to  have  been  close  enough  to  the  actual  facts,  so  that  the 
difference  was  of  no  practical  importance.  Even  in  strict  accounting 
statements  there  are  many  approximations  which  contain  probability 
of  greater  variations  than  in  this  case.  Nevertheless,  a  result  arrived 
at  by  such  a  method  is  not  always  satisfactory  and  sometimes  not  so 
convincing  as  one  which  is  based  on  the  use  of  a  definite  amount  of 
profit.  Evidently  by  combining  the  total  amounts  of  cost  of  Besse- 
mer and  basic  pig  iron  and  eliminating  all  the  ore  profits  from  this 
cost,  any  possible  objections  to  the  Bureau's  approximate  method  of 
dividing  the  ore  profits  are  completely  avoided.' 

In  the  second  place,  it  should  be  noted  that  a  combination  of  Bes- 
semer and  basic  pig-iron  costs,  while  comparatively  meaningless 
when  the  ores  are  put  in  at  market  prices,  is  not  so  when  the  ores  are 
put  in  at  cost,  or  at  figures  approximating  cost. 

The  revised  averages  do  not,  of  course,  give  a  furnace  cost  for  ore 
which  is  an  absolute  cost  of  production,  plus  freight,  to  the  furnace,  be- 
cause a  good  many  concerns  had  to  purchase  a  part  of  their  ore  and 
some  of  the  smaller  ones  all  of  it.  For  the  large  companies  the  revised 
cost  of  the  ore  (net  metallic  mixture)  found  by  eliminating  transfer 
profit  is  very  nearly  the  cost  of  the  ore  at  the  furnace,  including  full 
transportation  charges. 

Hence,  while  the  costs  of  both  Bessemer  and  basic  pig  iron  combined 
are  shown  in  the  table  below  in  the  same  form  as  above,  the  results 
which  are  of  interest  are  comparatively  limited,  and  may  be  more 
briefly  described.  These  costs  are  for  the  Lake  ore-using  districts 
only.     (See  p.  38.) 

*  A  slight  exception  must  be  made  to  this  statement  of  the  process  with  respect  to  the  small  {*.nd  prac- 
tically negligible  estimated  amounts  of  profit  on  both  Bessemer  and  non-Bessemer  ores  credited  by  the  Bu- 
reau to  thecosts  of  ore  used  in  basic  open-hearth  furnaces,  and  in  very  small  tonnages  of  miscellaneous 
pig  iron,  such  as  foundry  and  malleable  Bessemer. 
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Table  12 -AVERAGE  BOOK  COST  PEE,  GEOSS  TON  OF  BESSEMER  AND  BASIC  PIG 
IRON  COMBINED  AND  COST  EXCLUDING  TRANSFER  PROFITS,  DISTINGUISHING 
LARGE  AND  SMALL  COMPANIES,  1902-1906. 


All  companies 
(63,473,215  tons). 

Large  companies 
(49,339,742  tons). 

Small  companies 
(4,133,473  tons). 

Items  of  cost. 

Book 
cost. 

Ex- 
clud- 
ing 
trans- 
fer 
proflts. 

Book 
cost. 

Ex- 
clud- 
ing 

trans- 
fer 

proflts. 

Book 
cost. 

Ex- 
clud- 
ing 

trans- 
fer 

profits. 

$7.33 

3.72 

.44 

.71 
.79 

$6.20 

3.20 

.44 

.71 

.79 

$7.34 

3.67 

.43 

.67 

.78 

S6.13 

3,10 

.43 

.67 

.78 

S7.15 
4.36 

.62 
L22 

.87 

$7.06 

Coke 

4.36 
.52 

1.22 

.87 

12.99 

.72 

11.34 
.72 

12.89 

.77 

U.ll 

.77 

14.12 
.13 

14.03 

.13 

13.71 

12.06 

13.06 

11.88 

14.26 

14.16 

An  inspection  of  this  table  shows  at  once  that  in  this  combined 
pig-iron  cost  the  elimination  of  transfer  profits  had  practically  no  effect 
on  the  small  companies.  Inasmuch  as  the  rcAdsed  costs  for  all  companies 
for  Bessemer  and  basic  separately  have  already  been  discussed  in 
detail,  it  will  be  sufficient  to  consider  here  the  results  for  large  com- 
panies only. 

For  the  large  companies  the  average  book  cost  of  the  net  metallic 
mixture  was  $7.34  per  ton,  but  the  elimination  of  the  transfer  profits 
reduced  it  to  $6.13  per  ton.  Tliis  latter  figure  may  be  compared  with 
$6.01  for  Bessemer  pig  iron  and  $6.69  for  basic  pig  iron  for  this  item 
for  this  group  of  large  companies.  The  reason  why  the  net  cost  of 
this  item  was  higher  for  basic  than  for  Bessemer  was  due  chiefly  to 
differences  in  the  locations  of  the  groups  of  furnaces  making  these  two 
kinds  of  iron,  though  also  to  the  different  amounts  of  profit  in  the 
ore  which  were  eliminated  from  the  book  prices. 

The  cost  of  coke,  after  eliminating  transfer  profits,  for  Bessemer 
and  basic  pig  iron  combined,  for  the  large  companies,  was  S3. 10  per 
ton  of  pig  iron,  as  compared  with  a  book  cost  of  $3.67,  showing  a 
difference  of  $0.57  per  ton  of  pig  iron  and  indicating  a  profit  of 
about  $0.50  per  net  ton  of  coke.  This  net  cost  may  be  compared 
with  $3.19  per  ton  of  coke  for  Bessemer  and  $2.68  for  basic  furnaces. 
The  net  cost  for  the  basic  furnaces  was  lower,  chiefly  on  account  of 
lower  freight  charges. 

The  other  items  of  furnace  cost  for  Bessemer  and  basic  pig  iron 
combined,  for  the  large  companies,  did  not  undergo  any  change 
through  the  ehmination  of  profits,  while  the  costs  per  ton  for  the 
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several  items  were  nearly  the  same  as  for  Bessemer  pig  iron,  on 
account  of  the  preponderance  of  tonnage  for  that  grade. 

The  furnace  cost  for  both  grades  of  iron  combined,  for  the  large 
companies,  after  eliminatiag  transfer  profits,  was  $11.11  per  ton.  It 
happens  that  this  was  also  the  furnace  cost  of  both  Bessemer  and 
basic  separately  after  the  elimination  of  transfer  profits.  If  the 
additional  costs  are  taken  into  consideration,  however,  the  com- 
bined cost  becomes  $11.88  per  ton,  as  against  $11.93  for  Bessemer 
and  $11.65  for  basic.  This  combined  total  cost  of  Bessemer  and 
basic  pig  iron,  for  the  large  companies,  excluding  these  transfer  profits, 
namely,  $11.88,  may  be  regarded  as  coming  close  to  a  normal  net  cost 
of  pig  iron  for  large  integrated  companies  during  the  period  1902 
to  1906. 

It  should  be  repeated,  however,  that  a  concern  with  excep- 
tional transportation  facilities,  such  as  the  Steel  Corporation,  would 
have  a  much  lower  integration  cost  if  transportation  profits  were 
eliminated,  as  well  as  transfer  profits. 

Section  7.  Comparison  of  costs  of  Bessemer  billet  ingots. 

The  great  bulk  of  the  steel  made  during  the  period  1902  to  1903, 
inclusive,  was  made  by  the  Bessemer  process.  This  steel  may  be 
divided  into  two  kinds,  namely,  billet  (or  soft)  steel  and  rail  steel. 
The  former  is  covered  by  the  term  "Bessemer  billet  ingots."  The 
production  included  is  the  same  as  that  shown  in  Table  6.  The 
costs  of  this  steel,  before  and  after  the  elimination  of  antecedent  profits 
from  transfers  of  materials,  showing  the  costs  of  large  and  small  com- 
panies, are  given  in  the  following  table : 

Table  13.— AVERAGE  BOOK  COST  PER  GROSS  TON  OF  BESSEMER  BILLET  INGOTS 
AND  COST  EXCLUDING  TRANSFER  PROFITS,  DISTINGUISHING  LARGE  AND  SMALL 
COMPANIES,  1902-1906. 


All  companies 
(29,099,783  tons). 

Large  compa- 
nies (27,519,174 

Small  compa- 
nies (1,580,609 
tons). 

Items  of  cost. 

Book 
cost. 

Ex- 
clud- 
ing 

trans- 
fer 

profits. 

Book 
cost. 

Ex- 
clud- 
ing 

trans- 
fer 

profits. 

Book 
cost. 

Ex- 
clud- 
ing 
trans- 
fer 
profits. 

Pig  iron  and  scrap                          .     . .           

S14.88 
.31 
.24 
.57 
.64 

S12.84 
.28 
.22 
.67 
.64 

114.73 
.31 
.23 
.55 
.63 

$12. 62 
.28 
.20 
.65 
.63 

$17.53 
.37 
.46 
.89 
.71 

516  67 

Fuel.                                               

46 

Otlier  operating.            

71 

Works  cost. .        

16.64 
.92 

14.65 
.92 

16.45 
.98 

14.28 
.98 

19.96 
.02 

19  10 

Additional  costs             

02 

Totalcost      

17.66 

15.47 

17.43 

16.26 

19.98 

19  12 
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Comparison  of  book  costs.— There  were  marked  differences  in  the 
costs  of  the  large  and  small  companies  as  shown  by  the  books  of 
account.  Thus  the  average  book  cost  of  ingots  at  the  steel  works 
for  all  companies  was  $16.64  per  ton;  for  large  companies  it  was  $16.45 
per  ton;  and  for  small  companies  $19.96  per  ton,  or  $3.51  per  ton 
higher  than  for  large  companies.  This  difference  was  due  chiefly  to 
the  higher  cost  of  the  metal  used,  but  also  in  part  to  higher  costs 
for  other  items. 

The  book  cost  of  the  pig  iron  and  scrap  used  was  $14.73  per  ton  of 
steel  for  the  large  companies  and  $17.53  for  the  small  companies, 
giving  a  difference  of  $2.80  per  ton  in  favor  of  the  large  companies. 
A  part  of  this  difference  was  due  to  the  fact  that  the  small  concerns 
wlaich  used  their  own  pig  iron  had  higher  furnace  costs;  a  part  was 
due  to  the  fact  that  the  small  companies  had  to  purchase  a  much 
greater  proportion  of  the  pig  iron  used  than  the  large  companies,  and 
this  involved,  of  course,  paying  market  prices  and  freights  to  the  steel 
works  for  it  instead  of  furnace  costs.  The  large  companies  had  very 
little  expense  on  these  accounts,  as  they  purchased  a  comparatively 
small  proportion  of  their  pig  iron  during  this  five-year  period.  Never- 
theless, they  purchased  some,  and  this  tended  to  increase  the  aver- 
age cost  of  their  pig  iron  and  scrap  used. 

For  the  same  reasons  the  book  cost  of  manganese  was  higher  for 
the  small  companies  than  for  the  large  companies,  namely,  $0.37  per 
ton  of  steel,  as  against  $0.31. 

The  small  companies  were  also  at  a  disadvantage  with  respect  to 
the  cost  of  fuel — i.  e.,  coke  used  in  remelting  cold  pig  iron  and  scrap 
in  cupola  furnaces — this  book  cost  of  fuel  per  ton  of  steel  being  $0.46 
for  them,  as  against  $0.23  for  the  large  companies.  This  shows  clearly, 
of  course,  not  only  the  much  greater  use  of  cold  metal,  but  also 
indirectly  confirms  the  statement  that  a  larger  proportion  of  the  pig 
iron  and  scrap  used  by  small  companies  was  purchased. 

Labor  costs  o^the  small  companies  were  also  higher,  their  average 
being  $0.89  per  ton  of  steel,  as  compared  with  $0.55  for  the  large 
companies.  This  was  partly  due  to  their  less  efficient  equipment  in 
labor-saving  devices,  smaller  volume  of  production,  etc.,  but  probably 
more  particularly  to  the  fact  that  they  bought  a  greater  proportion 
of  pig  iron  and  scrap,  so  that  a  greater  expense  for  labor  in  remelting 
the  metal  at  the  cupola  furnaces  was  involved. 

The  fact  that  other  operating  expenses  were  higher  for  the  smaU 
companies  than  for  the  large  companies  was  chiefly  due  to  the  same 
reasons  just  given  with  respect  to  labor  cost.  These  were  $0.71  per 
ton  for  the  small  companies,  as  against  $0.63  for  the  large  companies. 

The  greater  works  cost  of  the  small  companies,  as  shown  on  the 
books,  was  partly  offset  by  lower  additional  expenses.  The  alloca- 
tions as  made  from  the  profit  and  loss  statements  were  only  $0.02  per 
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ton  of  steel  for  the  small  companies,  as  against  $0.98  for  the  large 
companies.     In  more  detail  these  were  as  foUows: 


Items, 

Large 
com- 
panies. 

Small 
com- 
panies. 

$0.49 
.49 

$0.02 

Total . 

.98 

.02 

The  reasons  for  the  differences  and  the  criticism  of  them  are  sub- 
stantially the  same  as  for  Bessemer  pig  iron  (p.  50),  and  need  not  be 
repeated  here.  The  cumulative  character  of  these  additional  costs, 
due  to  the  usual  system  of  charging  the  pig  iron  to  the  steel  works  at 
furnace  cost,  without  respect  to  the  additional  costs  shown  by  the 
Bureau,  has  aheady  been  explained  elsewhere  (p.  29).  Of  course, 
in  comparing  these  additional  costs  due  allowance  must  be  made 
for  the  fact  that  the  group  of  small  companies  varies  considerably 
for  each  product.  This  explains  why  the  additional  cost  for  these 
ingots  for  small  companies  is  less  than  the  additional  costs  for 
Bessemer  pig  iron  for  small  companies. 

The  total  book  costs  of  the  large  companies  and  of  small  companies 
per  ton  of  steel  were  $17.43  and  $19.98,  respectively,  showing  a 
difference  of  $2.55  per  ton. 

Instead  of  using  the  foregoing  additional  costs,  an  assumed  normal 
cost  for  general  expense  and  general  depreciation  for  Bessemer  steel 
works  may  i  be  used,  including,  of  course,  the  cumulative  cost  of 
pig  iron  on  the  same  basis  (see  p.  29),  namely,  $0.60  per  ton.  In 
that  case  the  total  cost  for  the  large  companies  would  be  $17.05 
and  for  the  small  companies  $20.56  per  ton — a  difiference  of  $3.51. 

Comparison  of  costs  after  elimination  of  intermediate 
TRANSFER  PROFITS. — The  elimination  of  antecedent  profits  on 
transfers  of  materials  used  greatly  reduced  the  costs  of  these 
Bessemer  billet  ingots  for  all  companies  combined,  these  effects 
being,  of  course,  much  more  conspicuous  for  the  large  companies 
than  for  the  small  companies. 

The  only  items  of  cost  affected  by  such  eliminations  were  pig  iron 
and  scrap,  manganese,  and  fuel  (coke) . 

The  book  costs  for  all  companies  showed  a  cost  for  pig  iron  and 
scrap  of  $14.88  per  ton.  The  elimination  of  transfer  profits  made 
the  cost  $12.84,  or  $2.04  per  ton  lower.  This  transfer  profit  com- 
bines, of  course,  all  transfer  profits  in  the  ore  and  coke  used  in  the 
pig  iron,  as  well  as  any  profit  on  the  transfer  of  the  pig  iron  itself. 
Generally  speaking,  however,  the  pig  iron  was  not  transferred  at  a 
profit,  so  that  this  factor  was  of  very  shght  importance. 
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The  profits  in  manganese  relate  to  the  same  sources  as  for  pig 
iron,  being  small  quantities  of  profit  on  account  of  ore  and  coke  used 
in  making  ferromanganese  and  spiegeleisen,  as  well  as  for  transfer 
profits  for  this  material  itself.  Eliminating  the  transfer  profits,  the 
average  manganese  cost  for  all  companies  was  reduced  from  $0.31 
per  ton  of  steel  to  $0.28  per  ton. 

The  profits  eliminated  from  the  cost  of  fuel  relate  to  the  transfer 
profits  on  the  coke  used  in  the  cupola  furnaces.  The  quantity  of 
coke  required  for  this  purpose  is  very  small  per  ton  of  steel  produced. 
The  transfer  profits  on  such  coke  resulted  in  reducing  this  fuel  cost 
from  $0.24  per  ton  of  steel  to  $0.22  per  ton  for  the  average  of  all 
companies. 

The  total  book  cost  for  all  companies,  including  additional  costs, 
was  $17.66  per  ton;  the  elimination  of  transfer  profits  reduced  this  to 
$15.47  per  ton.  The  -reduction  from  book  cost  was  therefore  $2.09 
per  ton. 

The  fact  that  these  reductions  were  greater  than  those  for  pig 
iron  is  due  chiefly  to  the  fact  that  more  than  1  ton  of  pig  iron  and 
scrap  is  required  to  produce  a  ton  of  steel,  on  account  of  waste  in 
conversion.  As  repeatedly  shown,  these  profits  go  back  chiefly  to 
the  raw  materials.  The  amount  of  transfer  profit  on  pig  iron  as  such 
was  of  very  little  significance  against  the  total  tonnage  used. 

It  should  be  repeated  here  that  the  elimination  of  these  antecedent 
profits,  while  it  reduces  cost  and  tends  to  show  a  greater  margin 
between  cost  and  price,  makes  it  necessary,  on  the  other  hand,  to 
take  account  of  the  fact  that  the  investment  in  several  prior  stages 
of  production  must  be  covered  by  whatever  margin  of  profit  may 
result  therefrom. 

The  profits  eliminated  from  the  cost  of  Bessemer  billet  ingots  had 
reference  chiefly  to  the  large  companies.  The  only  item  of  cost  of 
the  smaU  companies  which  was  affected  by  these  profit  eliminations 
was  pig  iron  and  scrap.  The  whole  discussion  of  the  revised  costs  of 
the  small  companies  may  be  dismissed,  therefore,  with  the  simple 
comment  that  the  cost  of  the  pig  iron  and  scrap  was  reduced  from 
$17.53  per  ton  of  ingots  to  $16.67  per  ton,  giving  a  difference  of  $0.86 
per  ton.  An  equal  difference  naturally  resulted  in  the  revised  works 
costs  and  revised  total  costs  of  the  small  companies  with  respect  to 
this  product. 

For  the  large  companies,  the  elimination  of  transfer  profits  reduced 
the  cost  of  the  pig  iron  and  scrap  from  $14.73  per  ton  of  steel  to 
$12.62  per  ton,  giving  a  difi'erence  of  $2.11  per  ton. 

The  change  in  the  cost  of  manganese  due  to  the  ehmination  of 
transfer  profits  was  $0.03,  and  revised  manganese  costs  appear, 
therefore,  at  $0.28  per  ton. 

The  only  other  change  in  the  items  of  cost  resulting  from  the 
elimination  of  antecedent  transfer  profits  was  for  profits  included  in 
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the  book  cost  of  fuel — i.  e.,  cupola  coke.  The  average  book  cost 
per  ton  for  the  large  companies  was  $0.23,  wliich  was  reduced  to  .$0.20 
per  ton  by  the  elimination  of  transfer  profit  on  the  cupola  coke. 

In  consequence  of  the  changes  in  these  three  items,  the  worlis  cost 
of  Bessemer  billet  ingots  for  the  large  companies  was  reduced  from  a 
book  figure  of  $16.45  per  ton  to  $14.28  per  ton.  The  elimination  of 
the  transfer  profits  thus  reduced  the  book  cost  by  $2.17  per  ton. 
Corresponding  reductions  resulted,  of  course,  in  the  total  costs  of  the 
large  companies,  which  were  $17.43  and  $15.26  per  ton,  respectively. 

The  difference  in  total  cost  (excluding  transfer  profits)  between 
large  and  small  companies,  as  shown  by  the  foregoing  table,  was 
$3.86.  If  an  assumed  normal  charge  for  additional  general  expense 
and  depreciation  ($0.60)  were  added  to  the  works  cost  of  the  large 
and  small  companies,  the  difference  after  eliminating  transfer  profits 
would  have  been  $4.82  per  ton. 

Section  8.  Comparison  of  costs  of  Bessemer  rail  ingots. 

Bessemer  rail  ingots  are  practically  the  same  as  Bessemer  billet 
ingots,  except  that  the  steel  is  hardened  by  the  use  of  a  larger  pro- 
portion of  manganese,  which  tends  to  increase  the  cost  slightly. 
'NMiile  all  the  products  considered  in  this  chapter  were  produced 
in  the  same  districts,  and  by  the  same  companies  (so  far  as  each 
produced  the  products  under  consideration),  a  sUght  variation  from 
this  rule  is  found  in  the  case  of  Bessemer  rail  ingots  and  rails  (cf. 
p.  40),  by  the  inclusion  of  another  company  in  this  case.  Tliis  does 
not  introduce,  however,  any  disturbing  elements  of  substantial 
importance. 

The  following  table  gives  the  costs  of  Bessemer  rail  ingots  both 
before  and  after  the  eUmination  of  antecedent  profits  from  transfers 
of  materials.  As  all  the  companies  making  rail  steel  were  large  con- 
cerns, only  one  group  is  presented  in  the  table. 

Table  14.— AVERAGE  BOOK  COST  PEE  GROSS  TON  OF  BESSEMER  RAIL  INGOTS  AND 
COST  EXCLUDING  TRANSFER  PROFITS,  FOR  ALL  COMPANIES,  1902-1906. 

[15,495,210  tons.] 


Items  of  cost. 

Book 
cost. 

Exclud- 
ing 
transfer 
profits. 

Pig  iron  and  scrap                                                                                         

$14.45 
.80 
.15 
.55 
.59 

$12. 70 

.73 

Fuel...                                                                                                  

.13 

.55 

.59 

16.54 
1.05 

14.70 

Additional  costs 

1.05 

Total  cost 

17.69 

15.75 
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The  only  items  in  the  cost  of  Bessemer  rail  ingots  aflfected  by  the 
ehmination  of  antecedent  profits  from  transfers  were  pig  iron  and 
scrap,  manganese,  and  fuel  (cupola  coke). 

The  book  cost  of  pig  iron  and  scrap  was  $14.45  per  ton  of  ingots, 
as  compared  with  $12.70  per  ton  after  the  elimination  of  transfer 
profits.  The  character  of  these  transfer  profits  has  been  already  ex- 
plained above  in  connection  with  Bessemer  billet  ingots  (p.  59). 

The  book  cost  of  the  manganese  was  $0.80  per  ton,  which  was 
reduced  to  10.73  per  ton  by  the  elimination  of  transfer  profits. 
These  profits  go  back  to  the  ore  and  coke,  as  already  stated  (p.  60). 

The  transfer  profits  efiminated  from  the  item  of  fuel  relate  to  coke 
used  in  the  cupolas;  the  book  cost  of  fuel  was  reduced  thereby  from 
$0.15  to  $0.13  per  ton  of  ingots. 

In  consequence  of  these  changes  in  the  items  of  cost,  the  works  cost 
was  reduced  from  $16.54  per  ton,  as  shown  by  the  books,  to  $14.70. 

The  additional  costs  for  Bessemer  rad  iogots,  which  averaged  $1.05 
per  ton,  consisted  of  $0.51  for  general  and  miscellaneous  expenses  and 
$0.54  for  depreciation.  They  brought  the  total  book  cost  up  to 
$17.59  per  ton;  which,  after  deductiag  transfer  profits,  became  $15.75 
per  ton. 

These  additional  costs  show  probably  about  a  normal  figure  for 
depreciation  (including  cumulative  additions  for  pig  iron  additional 
costs),  but  they  are  altogether  too  high  for  general  expenses.  A 
normal  figure  for  the  two  combined  is  estimated  at  $0.60  per  ton. 
This  would  make  the  total  book  cost  $17.14,  and  the  same  less  trans- 
fer profits,  $15.30. 

As  stated  in  previous  cases  where  book  costs  and  these  revised  costs 
were  compared,  the  reduction  of  the  book  costs  by  eliminating  ante- 
cedent profits,  while  increasing  the  margin  of  profit  between  cost  and 
price,  also  makes  it  necessary  to  take  into  account  the  investment  in 
a  greater  number  of  stages  of  production. 

Section  9.  Comparison  of  costs  of  large  Bessemer  billets. 

For  the  districts  which  are  here  under  consideration  (p.  38),  about 
two-thirds  of  the  output  of  Bessemer  billet  ingots  was  used  in  making 
large  Bessemer  billets.  These  were  the  most  important  single  rolled 
product,  not  only  of  Bessemer  steel,  but  of  any  Idnd  whatever,  during 
the  period  under  consideration.  In  rolling  them  from  ingots  they  pass 
through  an  intermediate  stage  in  the  form  of  blooms,  for  which  costs 
are  sometimes  kept  separately.  Billets  are  a  semifinished  or  partly 
rolled  product,  which  are  used  either  immediately  or  finally  ia  making 
a  great  variety  of  steel  commodities,  such  as  some  of  the  struc- 
tural material,  merchant  bar,  wire  rods,  etc.  Kails  and  plates,  and 
to  some  extent  structural  material,  are  not  rolled  from  billets,  but 
either  directly  from  ingots  or  from  blooms  (in  the  case  of  rails  and 
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structural  material)  or  slabs  (in  the  case  of  plates).  In  the  present 
cost  statements  for  billets  the  costs  for  the  blooming  miU  are  com- 
biaed  with  the  costs  for  the  billet  null,  giving  the  cost  of  convertiag 
ingots  into  large  billets. 

The  costs  of  large  Bessemer  billets  both  before  and  after  the  elimina- 
tion of  antecedent  profits  from  transfers  of  materials,  and  distinguish- 
ing the  costs  of  large  and  small  companies,  are  given  in  the  following 
table : 

Table  15.— AVERAGE  BOOK  COST  PEE  GROSS  TON  OF  LARGE  BESSEMER  BILLETS 
AND  COST  EXCLUDING  TRANSFER  PROFITS,  DISTINGUISHING  LARGE  AND  SMALL 
COMPANIES,  1902-1906. 


All  companies 
(17,151,3S9tons). 

Large  compa- 
nies (15,722,275 
tons). 

Small  compa- 
nies (1,429,114 
tons). 

Items  of  cost. 

Book 
cost. 

Ex- 
clud- 
ing 

trans- 
fer 

profits. 

Book 
cost. 

Ex- 
clud- 
ing 
trans- 
fer 
profits. 

Book 
cost. 

Ex- 
clud- 
ing 

trans- 
fer 

profits. 

$17. 67 
.53 
.81 

$16.46 
.53 

.81 

$17.38 
.61 
.80 

$15.05 
.51 
.80 

$20.91 
.76 
.84 

$20. 06 

Labor...                        

.76 

.84 

Mill  cost 

19.01 
LIO 

16.80 
1.10 

18.69 
1.20 

10.36 
1.20 

23.61 
.03 

21.66 

.03 

Total  cost 

20.11 

17.90 

19.  S9 

17.66 

22.64 

21.69 

CoMPAEisoN  OF  BOOK  COSTS. — Comparison  may  be  made  first  of 
the  differences  between  the  average  book  costs  for  all  companies 
with  those  for  large  and  small  companies.  The  average  mill  cost 
of  large  Bessemer  billets,  as  shown  by  the  books,  was  $19.01  per 
ton  for  all  companies  and  $18.69  and  $22.51,  respectively,  for  the 
large  and  small  companies.  Thus  the  average  mill  cost  of  the  large 
companies  was  $0.32  per  ton  lower  than  the  average  for  all,  while 
the  average  miU  cost  for  the  small  companies  was  $3.50  per  ton 
higher.  The  much  higher  ttitII  costs  of  the  small  companies  were  due 
chiefly  to  a  great  difference  in  the  average  cost  of  the  ingots  used, 
and  also  to  a  small  extent  to  higher  labor  costs. 

The  average  book  cost  of  ingots  used  was  $17.67  per  ton  for  all 
companies,  compared  with  $17.38  for  the  large  companies  and 
$20.91  for  the  small  companies.  The  difference  in  this  item  between 
the  large  and  small  companies,  namely,  $3.53  per  ton,  corresponds 
almost  exactly  to  the  difference  between  the  works  cost  of  Bessemer 
biUet  ingots  for  the  large  and  the  small  companies  already  given 
(p.  57). 

There  were  also  marked  differences  in  labor  cost.  The  average 
for  all  companies  was  $0.53  per  ton,  as  compared  with  $0.51  for  the 
22299°— PT  2—12 6 
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large  companies  and  $0.76  for  the  small  companies.  The  chief 
cause  for  this  difference  is  probably  found  in  differences  in  average 
output  per  mill,  but  partly  also  to  differences  in  labor-saving  devices. 

Against  these  lower  mill  costs,  however,  the  large  companies  had 
much  higher  additional  costs,  namely,  $1.20  for  the  large  companies 
as  compared  with  $0.03  for  the  small  companies.  As  already  ex- 
plained (p.  29),  most  of  this  additional  cost  is  an  accumulation  of 
additional  costs  in  prior  stages  of  production,  which  does  not  appear 
in  the  cost  of  the  ingots  used,  because  these  were  generally  trans- 
ferred at  works  cost.  These  additional  costs  were  invariably  much 
heavier  for  the  large  companies,  and,  as  already  explained,  were 
generally  unduly  high  for  them,  both  for  general  expense  and  de- 
preciation, while- too  low  for  the  small  companies. 

The  details  of  this  additional  cost  were  as  foUows: 


General  and  miscellaneous  expense. 
Depreciation 

Total 


Large        Small 
com-  com- 

panies,     panics. 


S0.61    

.59  $0.03 


1.20 


The  criticism  of  these  items  is  in  part  the  reverse  of  that  for  the 
similar  items  previously  considered  (p.  59).  In  this  case  the  depre- 
ciation appears  too  low  for  the  large  companies,  although  the  general 
expense  is  much  too  high.  For  the  small  companies  these  charges 
appear  entirely  inadequate. 

On  account  of  these  inequalities  in  additional  costs  the  differences 
in  total  book  costs  were  not  so  great  for  the  large  and  small  com- 
panies as  the  differences  in  miU  costs. 

The  average  total  book  cost  for  all  companies  was  $20.11  per  ton  of 
large  Bessemer  billets,  for  large  companies  $19.89,  and  for  small  com- 
panies $22.54  per  ton.  The  difference  in  total  book  cost  between 
the  large  and  small  companies,  therefore,  was  $2.65  per  ton. 

If  instead  of  the  above  additional  costs  an  assumed  normal  cost 
of  $1.10  per  ton  be  taken  (including  cumulative  additions  for  pig 
iron  and  ingots),  the  difference  in  total  book  cost  between  large  and 
small  companies  would  be  $3.82. 

Comparison  of  costs  after  elimination  of  intermediate 
TRANSFER  PROFITS. — The  elimination  of  antecedent  profits  from 
transfers  of  materials  tended  to  reduce  the  average  costs  for  all 
companies,  this  effect  being  very  pronounced  for  the  large  com- 
panies and  of  much  less  importance  for  the  small  companies.  The 
only  item  of  cost  which  was  affected  in  any  case  by  the  revision  was 
that  for  the  ingots  used. 
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The  book  costs  of  ingots  used  for  all  the  companies — $17.67  per 
ton  of  bUlets — was  reduced  to  $15.46  per  ton  by  the  deduction  of 
transfer  profits.  The  transfer  profits  so  deducted  comprise,  of  course, 
all  the  transfer  profits  in  prior  stages  of  production  affectiag  the 
cost  of  this  item  from  the  ore,  coke,  pig  iron,  iagots,  etc. 

The  average  miU  costs  of  large  Bessemer  billets  for  all  companies 
were  reduced  from  a  book  figure  of  $19.01  per  ton  to  $16.80  by  the 
elimination  of  these  transfer  profits.  In  a  similar  manner  the  total 
book  cost  was  reduced  from  $20.11  per  ton  to  $17.90.  The  final 
differences  were  exactly  the  same,  of  course,  as  the  differences  in 
the  cost  of  ingots  used,  which  are  given  above.  They  were  naturally 
a  little  greater  than  for  the  correspondiag  costs  of  Bessemer  billet 
ingots,  because  a  little  more  than  1  ton  of  ingots  is  required  to  make 
a  ton  of  billets. 

As  stated  in  discussing  these  costs  for  the  preceding  products, 
while  the  elimination  of  antecedent  profits  tends  by  lowering  costs 
to  show  a  greater  margin  between  costs  and  prices,  it  also  makes  it 
necessary  to  compare  this  greater  margin  of  profit  with  a  greater 
total  inves.tment. 

The  elimination  of  antecedent  profits  affected  chiefly  the  costs  of 
the  large  companies.     The  cost  of  ingots  was  the  only  item  affected. 

For  the  large  companies  the  elimination  of  transfer  profits  reduced 
the  cost  of  ingots  from  $17.38  per  ton  of  bUlets  to  $15.05,  a  difference 
of  $2.33  per  ton. 

The  same  differences  naturally  appear  in  the  mQl  costs  in  each 
case,  the  eHmination  of  transfer  profits  reducing  the  original  figure 
of  $18.69  to  $16.36. 

In  exactly  the  same  way  the  total  book  cost  of  large  companies 
of  $19.89  per  ton  of  billets  was  reduced  to  $17.56. 

The  elimination  of  transfer  profits  reduced  the  cost  of  ingots  for 
small  companies  from  a  book  figure  of  $20.91  per  ton  of  billets  to 
$20.06  per  ton,  or  by  $0.85  per  ton.  A  corresponding  difference 
appears  for  the  miU  costs  as  shown  on  the  books  ($22.51)  and  the 
revised  mill  costs  ($21.66),  and  likewise  between  the  total  book  cost 
($22.54)  and  the  revised  total  costs  ($21.69). 

Comparing  the  large  and  small  companies,  the  difference  in  total 
cost  was  $4.13  after  eliminating  transfer  profits. 

If,  however,  instead  of  taking  these  additional  costs  as  a  basis  an 
assumed  normal  cost  of  $1.10  were  used,  the  difference  would  be 
$5.30. 

Section  10.  Comparison  of  costs  of  Bessemer  rails. 

During  the  period  here  under  consideration,  namely,  1902  to  1906, 
practically  the  whole  rail  production  of  the  country  was  from  Besse- 
mer steel.     The  figures  of  rail  costs  which   are   presented   below 
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include  the  most  important  and  efficient  miUs  which  produced 
Bessemer  rails,  and,  as  already  shown  (p.  38),  77.1  per  cent  of  the 
total  production  of  the  entire  country. 

The  following  table  gives  the  book  costs  of  heavy  Bessemer  rails, 
and  the  same  costs  after  the  elimination  of  antecedent  transfer  profits. 
As  all  the  companies  making  heavy  Bessemer  rails  were  large  com- 
panies, only  one  group  is  shown  in  the  table. 

Table  16.— AVERAGE  BOOK  COST  PER  GROSS  TON  OF  HEAVY  BESSEMER  RAILS  AND 
COST  EXCLUDING  TRANSFER  PROFITS,  FOR  ALL  COMPANIES,  1902-1900. 


[10,618,799  tons.] 

Items  of  cost 

Book 
cost. 

Exclud- 
ing 
transfer 
profits. 

$17.52 
1.16 
1.30 

S15.05 
1.16 
1.30 

Mill  cost 

19.98 
1.29 

17.51 
1.29 

Additional  costs . 

Total  cost 

21.27 

18.80 



The  only  item  of  cost  affected  by  the  elimination  of  antecedent 
profits  was  that  of  the  ingots  used. 

The  average  book  cost  of  ingots  used  was  S17.52  per  ton  of  rails. 
This  was  reduced  to  $15.05  by  the  elimination  of  transfer  profits,  or 
by  $2.47.  The  transfer  profits  thus  excluded  relate  in  a  greater  or 
less  degree  to  all  the  successive  antecedent  stages  of  the  business 
(except  the  transfer  of  ingots  to  the  rail  mill). 

The  average  mill  cost  of  rails,  which  on  the  books  stood  at  $19.98 
per  ton,  was  reduced  to  $17.51. 

The  mill  cost  as  shown  by  the  cost  sheets  was  increased  by  the 
allotted  additional  expense  from  the  profit  and  loss  statements  by 
$1.29  per  ton,  of  which  $0.62  was  for  general  and  miscellaneous 
expenses  and  $0.67  for  depreciation.  There  is  no  doubt  that  in  this 
case  this  allocation  of  depreciation  charges  gives  too  low  a  rate  for 
rails  (including  the  cumulative  depreciation  on  account  of  pig  iron 
and  ingots),  while  the  general  expenses  are  probably  too  high  for  this 
product.  The  total  amount  is  probably  a  fairly  reasonable  one. 
Added  to  the  mill  costs,  they  give  $21.27  as  the  average  total  book 
cost,  which  after  the  profit  efiminations  described  above  was 
reduced  to  $18:80. 
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While  the  cost  of  rails  is  thus  greatly  reduced,  the  margin  of  profit 
between  this  cost  and  the  prevailing  prices  is  consequently  increased; 
it  must,  therefore,  be  constantly  borne  in  mind  that  the  investment 
which  must  be  covered  by  the  profit  shown  is  also  greatly  increased. 

Section  11.  Summary  of  total  costs  on  basis  of  assumed  normal  charges 
for  additional  costs. 

In  the  cost  statements  in  the  foregoing  chapter  (and  also  in  Chap. 
Ill),  certain  inconsistencies  in  the  additional  costs  have  been  noted 
in  connection  with  particular  products,  which  were  in  part  due  to 
the  use  of  an  arbitrary  rule  in  allocating  the  general  expense  and 
general  depreciation,  but  also  to  the  fact  that  there  were  great  dif- 
ferences in  the  way  different  companies  conducted  their  business 
and  kept  their  accounts. 

Hence  certain  assumed  normal  additional  costs  were  given  in  each 
case  in  order  to  give  what  was  thought  to  be  a  fairer  estimate  of  total 
cost  and  also  to  make  a  fairer  comparison  between  the  total  costs  of 
the  large  and  small  companies.  These  assumed  normal  costs  are  as 
follows:  Pig  iron,  $0.50;  Bessemer  ingots,  $0.60;  Bessemer  billets, 
$1.10;  Bessemer  rails,  $1.30. 

It  wiJI  be  convenient,  therefore,  to  summarize  the  total  costs  arrived 
at,  by  the  use  of  these  assumed  additional  costs,  in  a  single  table. 
For  this  purpose  it  is  sufficient  to  show  the  furnace,  works,  or  mill 
costs  and  the  total  costs  for  the  products  whose  costs  are  discussed 
in  this  chapter.  These  are  given  in  the  following  table,  distinguish- 
ing (1)  book  costs  and  (2)  book  costs  less  transfer  profits  for  each  of 
the  groups  of  companies  which  have  been  discussed. 
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Table  17  —TOTAL  COSTS  PEE  GROSS  TON  FOB  SPECIFIED  PBODUCTS,  AEMVED  AT  BY 
ADDING  TO  THE  AVERAGE  MILL  COSTS,  AS  SHOWN  BY  THE  COST  SHEETS,  AN  AS- 
SUMED NORMAL  CHARGE  IN  PLACE  OF  COMPUTED  ADDITIONAL  COSTS  (GENERAL 
EXPENSE  AND  DEPRECIATION),  AND  THE  SAME  TOTAL  COSTS  EXCLUDING  TRANS- 
FER PROFITS,  1902-1906. 


Bessemer  pig  iron: 

Furnace  cost 

Total  cost  (with  assumed  addition  ol 

$0.50  per  ton) 

Basic  pig  iron: 

Fiurnace  cost 

Total  cost  (witbi  assumed  addition  ot 

$0.50  per  ton) 

Bessemer  billet  ingots: 

Works  cost 

Total  cost  (with  assumed  addition  of 

S0.60  per  ton) 

Bessemer  rail  ingots:^ 

WorlES  cost 

Total  cost  (with  assumed  addition  of 

10.60  per  ton) 

Large  Bessemer  billets: 

Mill  cost 

Total  cost  (with  assumed  addition  of 

$1 .10  per  ton) 

Heavy  Bessemer  rails:  i 

Mill  cost 

Total  cost  (with  assumed  addition  of 
$1.30  per  ton) 


All  companies. 


Book 
cost. 


$13. 13 
13.63 
12.29 
12.79 
16.64 
17.24 
16.54 
17.14 
19.01 
20.11 
19.98 
21.28 


Exclud- 
ing 
transfer 
profits. 


$11.34 
11.84 
11.30 
11.80 
14.55 
15.15 
14.70 
15.30 
16.80 
17.90 
17.61 
18.81 


Large  companies. 


Book 
cost. 


$13. 04 
13.64 
12.17 
12.67 
16.45 
17.06 


18.69 
19.79 


Exclud- 
ing 
transfer 
profits. 


$11. 11 
11.61 
11.11 
11.61 
14.28 
14.88 


16.36 
17.46 


Small  companies. 


Book 
cost. 


$14. 18 
14.68 
13.81 
14.31 
19.96 
20.56 


22.61 
23.61 


Exclud- 
ing 
transfer 
profits. 


$14.12 
14.62 
13.69 
14.09 
19.10 
19.70 


21.66 
22.76 


1  No  small  companies. 

The  general  effect,  it  will  be  remembered,  of  substitutiag  these 
assumed  normal  charges  for  general  expense  and  general  depreciation 
("additional  costs")  in  place  of  the  arbitrary  allocations  from  data 
shown  in  profit  and  loss  statements  was  to  reduce  the  total  costs  of 
all  products  for  the  average  costs  of  all  companies  in  each  instance 
except  billets  and  rails,  and  still  more  so  for  the  group  of  large  com- 
panies. On  the  other  hand,  this  method  of  fixing  these  additional 
costs  raised  the  average  total  costs  of  small  companies  for  the  same 
products  in  every  instance  (except  for  rail  ingots  and  rails,  for  which 
no  small  companies  had  any  production). 

Section  12.  Limitations  and  interpretation  of  foregoing  cost  data. 

As  previously  stated,  the  elimination  of  antecedent  profits  from 
the  costs  as  shown  by  the  books  of  the  companies  could  not  safely  be 
carried  beyond  the  products  discussed  above  with  the  data  available 
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to  the  Bureau,  particularly  because  the  quality  of  the  steel  used  for 
many  rolled  products  was  not  generally  specified. 

It  might  appear,  nevertheless,  that  the  foregoing  discussion  of 
costs,  eliminating  transfer  profits,  in  connection  with  the  book  costs 
of  other  finished  steel  products  would  afford  a  means  of  roughly 
estimating  the  net  costs  of  such  other  more  highly  manufactured 
products,  and  to  a  certain  extent  this  is  undoubtedly  true.  For 
example,  the  net  cost  of  ingots  produced  as  computed  by  the  Bureau, 
together  with  the  data  as  to  waste,  would  afford  a  means  of  revising 
the  net  cost  of  ingots  used  in  making  structural  steel  from  ingots. 
To  this  could  be  added  the  costs  above  materials  and  any  addi- 
tional costs  shown  by  the  books  of  account.  A  still  simpler  and 
rougher  method  would  be  to  deduct  the  difference  between  net  cost 
and  book  cost  of  ingots  from  the  book  cost  of  ingots  used.  Really  a 
greater  difference  should  be  deducted  if  the.  ingots  used  are  the  same 
as  those  for  which  the  production  costs  are  given,  on  account  of  the 
change  in  the  cost  of  waste.  The  costs  above  materials  would  give 
all  other  items  of  mill  cost. 

There  are  two  serious  objections,  however,  to  such  an  attempt 
to  estimate  net  costs  for  other  products.  In  the  first  place,  the 
quality  of  steel  used  is  not  always  known,  and  it  makes  a  great  dif- 
ference whether  it  was  Bessemer  or  basic.  Most  of  the  structural 
steel  for  which  the  costs  are  shown  was  of  Bessemer  steel,  but  the 
plates  ware  to  a  large  extent  of  basic  open-hearth  steel.  The  greater 
part  of  the  sheets  and  almost  all  the  wire  rods  for  which  cost  data  are 
presented  were  likewise  made  from  Bessemer  steel.  Nevertheless, 
except  perhaps  for  wire  rods,  there  would  be  a  considerable  proba- 
bility of  error  on  this  account  if  net  costs  were  estimated  in  the 
manner  indicated. 

In  the  second  place,  the  costs  of  production  differed  widely  between 
different  plants,  so  that  the  average  production  cost  for  all  the  con- 
cerns producing  a  certain  product  would  afford  no  exact  indication 
of  the  cost  of  this  same  product  for  the  particular  concerns  which 
furnished  the  material  used  for  making  a  given  product  in  a  succeed- 
ing stage  of  production.  This  would  be  especially  true  of  a  product 
like  billets,  which  may  be  used  for  producing  wire  rods,  merchant 
bars,  and  other  articles.  The  particular  quantities  of  billets  supplied 
for  making  wire  rods  might  come  from  different  plants  from  those 
used  for  making  merchant  bars,  and  have  considerably  different 
costs  of  production. 

For  these  reasons,  as  well  as  other  technical  difficulties,  the  Bureau 
refrained  from  estimating  such  costs,  and  confined  its  attention  to 
the  cost  computations  given  above,  which  involved  the  deduction  of 
actual  amounts  of  profit  for  the  several  companies  whose  costs  were 
averaged. 
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The  foregoing  statements  of  costs,  including  and  excluding  the 
antecedent  transfer  profits,  show  in  a  broad  way  the  effect  of  such 
profits  on  the  costs  of  products.  They  do  not  show  the  effect  of  such 
profits  exactly,  because  it  was  not  possible  to  ascertain  aU  such 
profits,  although  there  is  no  doubt  that  the  great  bulk  of  such  trans- 
fer profits  was  ascertained  and  eUminated;  moreover,  from  the 
nature  of  the  transactions  and  the  character  of  the  records  kept,  no 
system  of  distributing  such  profits  can  be  exact.     (See  note,  p.  122.) 

The  ehmination  of  the  actual  antecedent  profits  for  transfers  does 
not  give,  of  course,  an  ideal  or  perfect  integration  cost,  even  for  the 
large  companies,  because  all  thelargecompanies included werenot  com- 
pletely or  equally  integrated.  The  Steel  Corporation  was,  of  course, 
integrated  very  thoroughly  with  respect  to  aU  stages  of  production 
and  manufacturing;  but  several  of  the  other  large  companies  were  not 
so  fuUy  integrated,  often  being  obliged  to  purchase  a  part  of  their 
materials  of  production.  Hence,  the  average  result  for  the  revised 
costs,  exclusive  of  transfer  profits,  is  somewhat  higher  than  it  would 
be  had  the  integration  been  absolutely  complete. 

Finally,  the  caution  should  be  reiterated  that  when  these  net  costs 
are  considered  it  is  absolutely  necessary  to  have  regard  to  the  fact  that 
whatever  margin  of  profit  may  be  found  between  them  and  the  prices 
of  the  respective  products,  this  margin  of  profit  must  be  compared 
with  a  larger  investment — ^i.  e.,  furnish  the  return  to  investment  not 
only  on  the  immediate  stage  of  production,  but  also  on  all  anterior 
stages  comprehended,  back  to  and  including  the  production  of  the 
raw  materials. 

Section  13.   Effect  of  Steel  Corporation's  transportation  profits  on  the 
cost  of  its  ore. 

General  character  of  transportation  profits. — ^The  profits 
which  were  eliminated  from  the  costs  of  raw  materials  and  finished 
products  in  the  foregoing  sections  related  entirely  to  transfer  profits 
on  materials  which  were  included  in  such  costs.  It  was  made  clear, 
however,  that  in  addition  to  these  transfer  profits  there  were  transpor- 
tation profits  earned  by  these  concerns  which  also  had  an  important 
relation  to  the  net  costs  of  such  products.  These  transportation 
profits  relate  to  three  classes  of  agencies,  namely,  railroads,  Lake 
vessels,  and  docks  for  the  transshipment  of  ore. 

While  each  of  these  classes  of  transportation  facilities  were  pos- 
sessed by  several  of  the  companies  whose  costs  have. been  averaged, 
the  only  company  for  which  they  were  of  any  great  importance  was 
the  Steel  Corporation.  For  the  Steel  Corporation  these  transporta- 
tion agencies  were  not  only  of  extraordinary  importance,  but  they 
also  yielded  to  the  Corporation  in  connection  with  ore  traffic  a  very 
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large  profit.  As  has  been  shown  in  Part  I  of  this  report,  already  pub- 
lished, the  Steel  Corporation  owns  two  railroads  operating  in  the  Lake 
ore  mining  districts,  and  particularly  in  the  Mesabi  Range,  which  were 
of  unusual  importance  for  this  traffic,  namely,  the  Duluth  &  Iron 
Range  Railroad,  and  the  Duluth,  Missabe  &  Northern  Railway.  It 
also  owns  the  largest  fleet  of  ore-carrying  vessels  on  the  Great  Lakes, 
which  is  operated  under  the  name  of  the  Pittsburgh  Steamship  Co. 
At  lower  Lake  ports  it  owns,  besides  several  important  docks 
serving  plants  located  on  the  Great  Lakes,  other  docks  for  trans- 
shipping ore  destined  for  points  beyond,  and  in  particular  the  Pitts- 
burgh &  Conneaut  Dock  Co.  This  dock  is  operated  in  connection 
with  the  Bessemer  &  Lake  Erie  Railroad,  which  is  owned  by  the  Steel 
Corporation  and  which  furnishes  it  with  the  means  of  transporting  its 
ore  from  the  Great  Lakes  to  the  Pittsburgh  district.  At  its  terminal  in 
the  Pittsburgh  district  the  Bessemer  &  Lake  Erie  Railroad  connects 
with  a  belt  line  known  as  the  Union  Railroad,  another  subsidiary 
of  the  Steel  Corporation,  which  serves  the  various  plants  of  the  Steel 
Corporation  in  that  district. 

The  Steel  Corporation  has  other  important  railway  properties  used 
for  the  transportation  of  ore,  particularly  in  the  Chicago  district, 
where  two  of  its  railways,  namely,  the  Chicago,  Joliet  &  Eastern,  and 
the  Chicago,  Lake  Shore  &  Eastern,  connect  its  ore  docks  with  all  of 
its  plants  in  that  locahty. 

By  means  of  these  various  transportation  facilities  the  Steel  Cor- 
poration is  enabled  to  carry  the  great  bulk  of  its  ore  from  the  mines 
to  the  manufacturing  plants  where  it  is  consumed.  In  the  mining 
region  only  a  small  part  of  its  ore,  namely,  that  portion  mined  on  the 
Old  Ranges  in  Michigan  and  Wisconsin,  is  necessarily  transported  by 
other  railroads.  On  the  Great  Lakes,  however,  the  Corporation  ships 
a  very  considerable  part  of  its  total  ore — rather  more  than  one-third — 
by  independent  Lake  carriers.  Moreover,  inasmuch  as  south  of  the 
Great  Lakes  a  number  of  its  furnaces  can  not  be  reached  by  its  own 
railways,  it  is  obliged  to  transport  a  considerable  part  of  its  ore  ship- 
ments on  other  railway  lines. 

Certain  of  these  transportation  agencies,  particularly  the  two  ore 
roads  in  the  ore-mining  region,  the  Lake  ore  vessels,  the  ore  docks, 
and  the  Bessemer  &  Lake  Erie  Railroad,  are  primarily  carriers  of  ore. 
The  ore  tonnage  of  the  Union  Railroad  is  also  very  heavy.  For  the 
other  carriers  mentioned,  however,  the  transportation  of  ore  is  of 
secondary  importance.  Consequently  it  is  not  practicable  to  deter- 
mine with  any  satisfactory  degree  of  accuracy  the  profits  obtained 
from  the  carriage  of  ore  except  for  those  agencies  which  have  just 
been  mentioned. 
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Method  of  determining  transportation  profits  on  ore  from 
GROSS  RECEIPTS  THEREON. — ^Whcre  railioads  or  other  carriers  handle 
several  commodities,  it  is  of  course  quite  evident  that  there  is  gener- 
ally no  possibility  of  determining  with  absolute  exactness  the  amount 
of  profit  from  each.  A  large  part  of  the  costs  of  the  business  can 
not  be  allocated  to  particular  lines  of  traffic,  and  consequently  their 
particular  profits  can  not  be  determined.  Inasmuch  as  the  ore  traffic 
was  the  chief  business  of  these  ore  carriers,  the  Bureau  regarded  it  as 
reasonable  to  allot  to  the  ore  traffic  the  same  proportions  of  the  total 
net  operating  profit  as  the  gross  receipts  from  the  ore  traffic  bore  to 
the  gross  receipts  from  all  traffic.  It  is  certain  that  this  does  not 
tend  to  magnify  the  profit  attributable  to  ore. 

Indeed,  this  method  of  computation  probably  underestimates  the 
net  profit  from  ore  traffic— first,  because  the  rates  and  receipts  from 
ore  were  unusually  high,  and  second,  because  the  direct  cost  of 
handling  the  traffic  was  relatively  low.  That  the  ore  rates  were 
high  is  evidenced  by  the  fact  that  on  the  raOroads  in  the  ore  region 
they  averaged  about  1  cent  per  ton  mile  during  this  period.^  On 
other  railroads  they  were  also  relatively  high,  though  not  in  the  same 
degree.  That  the  direct  costs  of  conducting  the  ore  traffic  were  low 
is  plain  when  it  is  considered  that  this  commodity  is  generally  handled 
in  trainloads. 

The  same  principle  would  hold  true  in  the  case  of  the  Pittsburgh 
Steamship  Co.  It  was  also  undoubtedly  true  of  the  Bessemer  &  Lake 
Erie.  In  the  case  of  the  Union  Railroad  it  is  possible  that  the  ore 
profits  were  relatively  no  greater,  or  possibly  not  as  great,  as  for  the 
other  traffic  on  that  road,  which  is  considerable;  but  taking  the  car- 
riers south  of  the  Lakes  together  there  can  be  no  question  whatever 
that  the  total  net  profits  here  assigned  the  ore  understate  the  facts. 

The  data  for  estimating  these  profits  on  the  basis  indicated  for  the 
calendar  years  1902  to  1906,  inclusive,  were  furnished  by  the  Steel 
Corporation. 

Estimated  net  profits  of  Steel  Corporation  on  transpor- 
tation OF  ORE.^The  following  table  shows  the  gross  receipts  from 
all  freight  traffic  and  the  gross  receipts  from  ore,  together  with  the 
net  operating  profit  from  all  traffic,  as  reported  by  the  Steel  Cor- 
poration. As  already  explained,  the  Bureau's  estimate  of  the  net 
profit  from  ore  is  computed  on  the  assumption  that  it  bore  the  same 
ratio  to  the  total  net  operating  profits  as  the  gross  receipts  from  ore 
bore  to  the  gross  receipts  from  all  freight  traffic. 

1  These  rates  have  recently  been  reduced.    (See  p.  79.) 
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Table  18.— TOTAL  ESTIMATED  NET  PEOFITS  OF  STEEL  CORPORATION  ON  TRANS- 
PORTATION OF  ORE  (INCLUDING  ORE  SHIPMENTS  OF  OUTSIDERS)  FROM  MINING 
REGIONS  TO  FURNACES  BY  COMPANIES,  1902-1906. 


Carriers. 

Gross  receipts. 

Gross  receipts 
from  ore. 

Total 

net  operating 

profits. 

Estimated 

net  operating 

profits  from 

ore.i 

Duluth  &  Iron  Range  R.  R..     .  . 

$32,037,940.42 
32,104,324.00 
41,622,827.98 
23,661,689.97 
12,681,621.97 

$26,590,173.84 

28,570,826.98 

37,692,370.08 

14,274,443.61 

6,804,815.97 

$15,703,239.47 
18,426,574.97 
9,743,161.46 
9,642,628.76 
4,928,873.56 

$13,017,516.59 
16,417,332.68 
9,397,035.62 
6,834,472.20 
2, 646, 025. 39 

Duluth,  Missabe  &  Northern  Ry 

Pittflbnrg^  ptpq.TTiRh;p  C.n 

Bessemer  &  Lake  Erie  R.  R 

Union  R.  E 

Pittsburgh  &  Conneaut  Dock  Co.,  and 

2  6,671,121.88 

Total 

142,108,404.34 

113,932,630.48 

58,444,378.22 

52,883,503.30 

1  Wliile  these  are  derived  by  proportion  from  the  total  net  operating  profit  and  the  gross  earnings  from 
ore  and  total  gross  earnings,  this  was  worked  out,  of  course,  by  years  and  should  not  be  computed  from  the 
five-year  totals. 

'  Partly  estimated  from  gross  receipts  and  partly  reported  directly. 

The  profits  of  the  Steel  Corporation  from  the  transportation  of  ore, 
in  SO  far  as  they  can  be  estimated,  as  shown  La  the  foregoing  table, 
include  the  profits  earned  on  the  ore  shipments  of  outsiders.  It  is  a 
fair  question  whether  in  estimating  the  net  result  to  the  Steel  Cor- 
poration in  respect  to  its  position  as  a  producer  of  ore  and  manu- 
facturer of  iron  and  steel  products,  the  f  uU  amount  of  this  profit  should 
not  be  deducted  from  the  cost  of  its  ore.  Looking  at  the  problem 
from  a  broad  standpoint  rather  than  a  cost-accounting  standpoint, 
the  Bureau  is  inclined  to  the  opinion  that  this  would  be  a  reasonable 
and  proper  method  for  determining  the  full  and  complete  net  results 
to  the  Steel  Corporation.  However,  from  a  strict  cost-accounting 
point  of  view,  in  order  to  determine  the  cost  of  ore  at  lower  Lake  ports 
or  other  points,  it  is  quite  proper  to  hmit  the  profits  to  be  taken  into 
consideration  to  those  which  are  earned  by  the  Steel  Corporation  on 
the  carriage  of  its  own  ore.  This  is  the  practice  of  the  Steel  Corpo- 
ration in  determining  its  own  integration  costs  (see  p.  94),  and  after 
discussion  of  the  matter  with  representatives  of  the  Corporation  the 
Bureau  has  accepted  it  for  the  purpose  of  the  present  computation. 
Hence,  from  the  amount  of  profit  on  the  transportation  of  ore  shown 
in  the  foregoing  table,  it  is  necessary  to  deduct  that  part  of  the  profit 
which  was  earned  on  the  carriage  of  outside  ore.  These  profits  on 
outside  ore  are  computed  as  follows: 

Duluth  &  Iron  Range  R.  R $4,331,334.87 

Duluth,  Missabe  &  Northern  Ry 1,482,129.95 

Pittsburgh  Steamship  Co 522,871.43 

Total 6,336,336.25 

The  profits  of  the  other  transportation  agencies  noted  in  the  fore- 
going table  are,  so  far  as  the  Bureau's  information  goes,  earned 
entirely  on  the  transportation  or  handling  of  the  Steel  Corporation's 
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own  ore.  Deducting  the  above  profits  on  outside  ore  from  the  total 
net  profits  earned  by  the  Steel  Corporation  on  the  transportation  of 
ore  shown  in  the  above  table,  gives  the  profit  earned  by  the  Steel 
Corporation  from  the  carriage  of  its  own  ore,  which  in  the  aggregate 
was  $46,547,167.11. 

The  significance  of  this  aggregate  profit  of  the  Steel  Corporation 
on  the  transportation  of  its  own  ore  with  respect  to  the  net  cost  of 
ore  can  be  best  shown  by  comparing  it  with  the  total  deliveries  of  the 
Steel  Corporation's  ore  at  lower  Lake  ports  during  this  same  period 
(1902-1906),  namely,  77,304,164  tons.  Distributed  over  this  ton- 
nage, the  foregoing  profits  amounted  to  a  trifle  over  $0.60  per  ton  of 
ore.  Of  this,  $0.42  was  earned  on  the  transportation  of  ore  to  lower 
Lake  ports.  This  amount  per  ton  shows  practically  what  may  be 
deducted  from  the  average  cost  of  ore  of  the  Steel  Corporation  at 
lower  Lake  ports.  The  total  average  amount  per  ton,  namely, 
$0.60,  is  the  deduction  to  be  made  from  the  cost  of  ore  at  the  blast 
furnaces  in  order  to  determine  the  total  effect  of  transportation 
profits  on  the  cost  of  the  Corporation's  ore  used  in  making  pig  iron. 

These  profits,  as  already  stated,  are  figured  agaiust  its  total  deliv- 
eries at  lower  Lake  ports  as  a  convenient  common  denomiaator. 
These  deliveries  were  nearly  the  same  as  the  furnace  consumption. 
Of  course,  the  actual  profit  on  transportation  for  a  given  lot  of  ore 
would  vary  between  one  specific  shipment  as  compared  with  another 
according  to  its  origia  and  destination.  On  the  other  hand,  it  would 
make  no  difference  what  the  quality  of  the  ore  was.  The  fairest  way 
to  show  the  total  effect  of  such  profits  is  in  the  form  stated  above. 

It  should  be  noted  that  this  average  profit  is  that  on  the  ore  of  the 
Steel  Corporation  alone,  and  should  not,  of  course,  be  applied  to  the 
average  ore  costs  for  the  large  companies  given  in  section  2  of  this 
chapter. 

Effect  of  this  transportation  profit  on  costs  of  ikon  and 
STEEL  PRODUCTS. — ^Thls  large  profit  of  the  Steel  Corporation  on  the 
transportation  of  its  own  ore  is  an  exceedingly  important  factor  in 
its  net  cost  of  manufacture  for  iron  and  steel  products,  owing  to  the 
fact  that  approximately  1.9  tons  of  Lake  ore,  on  the  average,  includ- 
ing both  Bessemer  and  non-Bessemer  ores,  were,  during  this  period, 
required  to  produce  1  ton  of  pig  iron.  This  ore  profit  assumes 
increased  importance  in  the  costs  for  pig  iron,  and  still  further  impor- 
tance in  the  costs  of  steel  products,  owing  to  the  fact  that  in  each 
successive  stage  there  is  some  further  loss  of  material.  It  is  not  ia- 
tended,  however,  at  this  place  to  take  up  the  relation  of  this  profit  to 
the  cost  of  the  iron  and  steel  products  of  the  Steel  Corporation  for  this 
period  (1902-1906).  In  Chapter  VII  the  "integration"  costs  of  the 
Corporation  for  the  year  1910 — that  is,  the  costs  after  deducting  both 
the  intermediate  transfer  profits  and  the  Corporation's  profit  on  the 
transportation  of  its  ore — will  be  shown  according  to  its  own  records. 


CHAPTER  VI. 
COMPARISON  OF  1902-1906  COSTS  WITH  PRESENT  COSTS. 

Section  1.  Introductory. 

The  average  costs  for  1902  to  1906,  as  already  stated  (p.  7),  were 
too  elaborate  to  be  brought  down  to  date.  Furthermore,  it  was 
reasonably  certain  that  an  average  for  such  a  recent  five-year  period 
would  be  representative  of  present  conditions.  There  had  been 
no  important  changes  since  then  in  the  fundamental  conditions 
of  the  industry,  such  as  the  character  of  ore  and  fuel  used,  and  no 
very  marked  changes  in  the  operating  conditions,  such  as  wages  of 
labor,  transportation  charges,  or  technical  methods.  In  fact,  in  so 
far  as  changes  had  occurred  in  operating  conditions,  it  was  likely  that 
they  would  to  a  considerable  extent  offset  each  other.  Thus  an 
increase  in  wages  would  be  partly  offset  by  increased  volume  of  output 
and  a  greater  application  of  labor-saving  devices. 

The  Bureau  did  not  leave  the  determination  of  this  question  to 
a  priori  arguments,  however,  but  obtained  considerable  information 
from  various  companies  concerning  the  actual  changes  in  cost  in  the 
principal  branches  of  production  and  manufacture. 

The  primary  question  to  be  determined  was  whether  there  had 
been  any  increase  in  the  cost  of  producing  the  raw  materials,  and  if 
this  was  so  whether  such  increase  in  cost  had  been  offset  by  any  added 
economy  in  converting  them  into  iron  and  steel.  The  examination 
of  this  subject,  therefore,  is  divided  into  two  parts — (1)  the  cost  of 
production  of  ore  and  coke  and  limestone  and  (2)  the  costs  above 
materials  in  making  pig  iron,  steel,  and  some  of  the  chief  roUed 
products. 

The  costs  for  1902  to  1906  will  be  compared,  therefore,  with  those 
for  the  most  recent  year  available,  namely,  1910.  Certain  compari- 
sons, particularly  for  ore,  will  combine  a  greater  number  of  years 
since  1902  to  1906  to  show  more  clearly  the  general  average  conditions 
in  recent  years  as  compared  with  1902  to  1906. 

Section  2.  Comparison  of  the  costs  of  raw  materials. 

The  costs  of  ore  and  coke  are,  of  course,  fundamental  for  the  pro- 
duction of  pig  iron,  steel,  and  steel  products.  Limestone  forms 
such  a  comparatively  small  item  of  cost  and  is  so  abundant  in  aU 
regions  that  changes  in  respect  thereto  are  insignificant.  The  item 
of  limestone  in  pig-iron  costs  can  be  conveniently  covered  by  a  simple 
comparison  of  what  the  pig-iron  cost  sheets  themselves  show. 
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Oee.— The  Bureau  obtained  the  book  costs  of  Lake  ore  at  lower 
Lake  ports  for  all  the  mines  of  the  Steel  Corporation  for  the  whole 
period  1902  to  1910,  inclusive,  and  also  the  costs  of  two  other  impor- 
tant interests  mining  Lake  ore  for  the  period  1902  to  1909,  inclusive. 
As  the  tonnage  of  these  two  latter  companies  formed,  however,  but  a 
small  proportion  of  the  total,  the  lack  of  them  for  the  year  1910  does 
not  have  any  material  effect  on  the  average  cost  for  the  period  1907 
to  1910.  There  is  httle  doubt  that  if  they  were  included  the  average 
cost  would  tend  to  be  a  httle  lower  rather  than  higher.  This  is  evi- 
dent from  the  foUowing  facts,  namely,  that  the  average  for  these  two 
concerns  in  1909  was  $2.61  per  ton  as  against  S2.63  per  ton  for  the 
Steel  Corporation,  while  the  latter  showed  a  sudden  increase  to 
$2.88  per  ton  in  1910  due  in  part  to  the  Hill  royalties,  which  are 
discussed  below  (p.  77).  This,  of  course,  would  not  have  affected 
the  costs  of  the  other  companies.  Moreover,  its  effect  on  the  aver- 
age for  all  the  companies  for  the  four  years  1907  to  1910  was,  of 
course,  small. 

The  following  table  shows  the  average  book  cost  of  ore  for  all  three 
companies  at  lower  Lake  ports  in  substantially  the  same  form  as  that 
already  used,  divided  into  two  groups  of  years,  namely,  1902  to  1906, 
inclusive,  and  1907  to  1910,  inclusive. 

Table  19.— COMPARISON  OF  AVEEAGE  BOOK  COST  PEE  GEOSS  TON  OF  LAKE  OEE 
AT  LOWER  LAKE  PORTS  FOE  1902-1906,  INCLUSIVE,  WITH  1907-1910,  INCLUSIVE,  FOE 
THE  STEEL  COEPOEATION  AND  TWO  OTHEE  LAEGE  COMPANIES. 


Items  of  cost. 

1902-1906 

(88,082  551 

tons). 

1907-1910  1 

(88,833  156 

tons). 

Items  of  cost. 

1902-1906 

(88,082,651 

tons). 

1907-1910 1 

(88,833,156 

tons). 

SO.  43 
.21 
.03 
.13 
.25 

80.35 
.20 
.11 
.13 
.29 

Rail  freight 

SO.  70 
.74 

$0.74 

Lake  freight 

.72 

Cost  at  lower  Lake 

stripping  and  development . 
Depreciation 

2.49 
.09 

2  54 

Eoyalty 

General  charges. . 

.16 

Total  book  cost 

Cost  atmine 

1.05 

1.08 

2.58 

2.70 

1  For  1910  includes  the  costs  of  the  Steel  Corporation  only. 

In  the  first  place,  it  should  be  noted  that  these  costs  cover  a  very 
large  quantity  of  ore,  namely,  88,082,551  tons  for  the  five  years  1902 
to  1906  (an  average  quantity  of  17,616,510  tons  per  aimum),  and 
88,833,156  tons  for  the  four  years  1907  to  1910  (an  average  quantity 
of  22,208,289  tons  per  annum).  For  the  two  periods  stated  they 
cover  60.8  per  cent  and  66.3  per  cent,  respectively,  of  the  total  tonnage 
mined  on  the  Lake  Superior  ranges. 

The  total  book  cost  at  lower  Lake  ports,  as  shown  by  the  combined 
cost  sheets,  for  the  period  1902  to  1906  was  $2.58,  while  for  the  period 
1907  to  1910  it  was  $2.70  per  ton,  showing  an  increase  of  $0.12  per  ton 
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of  ore.  The  direct  labor  expense  in  mining  showed  a  decrease  from  an 
average  of  $0.43  per  ton  for  the  period  1902  to  1906  to  $0.35  for  the 
period  1907  to  1910,  a  reduction  of  $0.08  per  ton.  This  was  undoubt- 
edly due  to  two  causes — (1)  a  greater  proportion  of  the  production  in 
the  second  period  was  from  the  Mesabi  Kange,  where  the  labor  costs  of 
mining  are  generally  lower,  and  (2)  there  were  more  open-pit  mines 
worked  in  the  second  period  than  in  the  first,  for  which  mine  labor 
and  "  other  mining ' '  costs  average  less  per  ton.  The  ' '  other  mining ' ' 
items, '  however,  showed  a  decrease,  namely,  from  $0.21  to  $0.20 
per  ton.  The  lower  labor  costs  are  offset  by  increased  charges  for 
stripping,  which,  in  part,  was  the  cause  of  such  lower  costs. 
This  item,  so  far  as  ascertainable,  is  therefore  shown  separately, 
although  it  might  be  treated  as  a  part  of  depreciation  for  improve- 
ments. Stripping  operations,  however,  are  sometimes  charged  in  the 
direct  mining  costs  of  labor,  supplies,  etc.,  about  70  per  cent  of  the 
cost  being  for  labor.  These  operations,  by  enabling  the  extraction  of 
ore  from  open  pits  instead  of  through  shafts,  etc.,  reduce  the  direct 
operating  expenses.  The  stripping  cost  increased  from  an  average  of 
$0.03  per  ton  for  the  period  1902  to  1906  to  $0.11  per  ton  for  the  period 
1907  to  1910,  an  increase  of  $0.08  per  ton.  This  was  practically  an 
offset  to  the  lower  labor  and  "other  mining"  cost  just  noted  of  $0.09 
per  ton.  The  increase  in  stripping  is  unduly  exaggerated  in  this 
comparison,  however,  because  in  the  first  years  covered  by  these 
comparisons,  especially  1902,  1903,  and  1904,  none  of  the  mines 
showed  the  costs  for  this  item  separately,  though  they  were  then 
relatively  small. 

The  item  of  depreciation  is  to  some  degree  arbitrary  in  amount. 
It  averaged  $0.13  per  ton  for  the  period  1902  to  1906,  and  was  the 
same  also  for  the  period  1907  to  1910. 

The  average  royalty  for  the  period  1902  to  1906  was  $0.25  per  ton, 
as  against  $0.29  for  the  period  1907  to  1910,  showing  an  increase  of 
$0.04  per  ton.  This  increase  in  average  royalty  was  partly  due  to 
the  inclusion  of  the  abnormally  high  royalties  paid  by  the  Steel  Cor- 
poration on  the  "Hill  lease,"  which  have  been  discussed  in  some 
detail  in  Part  I  of  this  report.  Inasmuch  as  the  Steel  Corporation 
has,  since  Part  I  of  this  report  of  the  Bureau  was  published,  given 
notice  of  the  cancellation  of  this  lease  (to  take  effect  Jan.  1,  1915), 
these  abnormally  high  royalties  will  not  form  a  permanent  and 
increasing  burden  on  the  ore  industry  of  the  Lake  region  after  that 
date.  Indeed,  they  should  not  be  regarded  as  a  normal  increase  in 
the  cost  of  producing  ore  even  at  the  present  time,  inasmuch  as  the 
purpose  of  this  lease,  in  the  opinion  of  the  Bureau,  was  to  mo- 
nopolize the  ore  reserves  of  the  Lake  region.  The  quantitative  effect 
of  these  Hdl  royalties  is  partly  indicated  in  the  average  royalty  cost 
of  the  Steel  Corporation  in  1910.     (See  p.  95.)     If  the  HOI  royalties 
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and  the  tonnage  of  ore  mined  from  the  Hill  leases  were  eliminated 
from  the  Steel  Corporation's  royalty  cost  in  1910,  the  average  royalty 
for  that  company  would  have  been  only  $0.28  per  ton,  instead  of  $0.34, 
a  difference  of  $0.06  per  ton. 

The  average  cost  at  mine  for  the  period  1902  to  1906  was  $1.05 
per  ton,  and  for  the  period  1907  to  1910  it  was  $1.08,  an  increase  of 
$0.03  per  ton. 

The  cost  of  transporting  ore  by  rail  from  the  mines  to  upper  Lake 
ports  averaged  $0.70  per  ton  for  the  period  1902  to  1906  and  $0.74 
for  the  period  1907  to  1910,  an  increase  of  $0.04  per  ton.  This  was 
not  due,  however,  to  any  change  in  freight  rates,  but  to  the  fact  that  in 
the  second  period  a  greater  proportion  of  the  total  tonnage  was  mined 
from  the  Mesabi  Eange,  which  has  a  higher  freight  rate  than  the 
Michigan  ranges. 

For  Lake  freights,  on  the  other  hand,  there  was  a  slight  decrease 
in  cost,  the  average  for  1902  to  1906  being  $0.74  per  ton,  as  against 
$0.72  for  1907  to  1910,  showing  a  decline  of  $0.02  per  ton.  Lake 
freights,  unlike  rail  freights,  were  changed  from  year  to  year.  In 
spite  of  the  greater  proportion  of  ore  shipped  from  the  Mesabi  Range 
(which  has  a  relatively  high  Lake  freight),  the  general  decline  ia 
Lake  rates  resulted  in  a  small  decline  in  the  average  Lake  freight. 

Taken  together,  the  raU  and  Lake  freights  for  1907  to  1910  showed 
a  slight  increase,  namely,  $0.02  per  ton  more  than  in  1902  to  1906. 

The  cost  at  lower  Lake  ports,  exclusive  of  general  administrative 
charges  and  taxes,  averaged  $2.49  for  the  period  1902  to  1906,  as 
compared  with  $2.54  per  ton  for  1907  to  1910,  an  increase  of  $0.05 
per  ton. 

There  was  a  marked  increase  ia  the  general  charges  for  adminis- 
tration, depreciation,  and  taxes,  namely,  from  an  average  of  $0.09  per 
ton  in  the  first  period  as  compared  with  $0.16  in  the  second  period, 
showing  a  difference  of  $0.07  per  ton.  The  greater  part  of  this  in- 
crease was  due  to  increases  in  the  taxes  on  ore  companies.  While 
the  Bureau  does  not  commit  itself  to  the  propriety  of  charging  prop- 
erty taxes  into  the  costs  of  production,  it  has  included  them  in  all 
the  foregoing  statements  of  cost  of  production,  according  to  a 
common  practice  of  commercial  accounting.  * 

The  total  book  cost  at  lower  Lake  ports  thus  arrived  at  averaged, 
as  stated  above,  $2.58  for  the  period  1902  to  1906  and  $2.70  for  the 
period  1907  to  1910,  an  increase  of  $0.12  per  ton. 

These  costs  are  all  "book  costs, "  i.  e.,  there  has  not  been  any  deduc- 
tion of  transportation  profits  on  ore  of  the  Steel  Corporation  or  of 
the  other  companies  whose  costs  are  combined  in  this  average.  If 
these  had  been  eliminated,  there  is  no  question  that  the  integrated 
cost  so  arrived  at  would  have  been  lower  for  the  period  1907  to  1910 
than  for  the  period  1902  to  1906.     This  would  be  so,  because  (1)  a 
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greater  proportion  of  Mesabi  ore  was  produced  in  the  period  1907  to 
1910  than  in  the  prior  period,  upon  the  shipments  of  which  the  Steel 
Corporation's  transportation  profits  chiefly  accrue,  and  (2)  the  rates 
of  profit  per  ton  of  ore  on  the  Steel  Corporation's  two  railroads  in  the 
ore  region  were  considerably  higher  in  the  period  1907  to  1910  than 
in  the  prior  period,  as  is  plainly  indicated  by  a  marked  decrease  in  the 
average  ratio  of  operating  expense  to  gross  receipts  for  these  roads. 

Another  fact  of  great  importance  in  considering  the  present  costs 
of  Lake  ore,  as  well  as  the  probable  costs  for  the  next  few  years,  as 
distinguished  from  the  comparison  for  the  two  periods  covered  by  the 
foregoing  table,  is  found  in  the  recent  change  made  in  the  rail  rates  on 
ore  from  the  Mesabi  and  Vermilion  Ranges.  During  the  latter  part 
of  1911  (and  since  the  publication  of  the  first  part  of  this  report)  the 
Steel  Corporation  announced  reductions  in  the  rail  rates  for  the 
Mesabi  and  Vermilion  Ranges  as  follows :  The  Mesabi  rate  was  reduced 
from  $0.80  per  gross  ton  to  $0.60  per  gross  ton,  and  the  several  Ver- 
milion rates  of  $0.90  and  $1  per  gross  ton  were  reduced  to  a  flat  rate 
of  $0.60  per  gross  ton.  Just  what  effect  these  reductions  will  have  on 
the  cost  of  ore  at  lower  Lake  ports  depends,  of  course,  on  the  particular 
tonnages  shipped  from  each  range.  For  the  mines  whose  costs  for 
the  period  1907  to  1910  are  comprised  in  the  foregoing  table  (Table 
19)  the  reduction  in  average  freight  rate  would  be  about  $0.17  per 
ton,  and  this  would  result  in  a  reduction  in  the  average  cost  at  lower 
Lake  ports  of  an  equal  amount  per  ton.  Taking  the  average  book 
costs  of  the  period  1907  to  1910  as  a  basis,  the  .cost  of  ore  at  lower 
Lake  ports  would  be  reduced  thereby  from  $2.70  per  ton  to  $2.53,  and 
this  ore  cost  would  be  $0.05  per  ton  lower  than  the  average  cost  for 
the  period  1902  to  1906,  namely,  $2.58  per  ton. 

Looking  merely  at  the  book  cost  of  Lake  ore  for  the  years  1907  to 
1910  as  compared  with  that  for  1902  to  1906,  there  would  appear, 
therefore,  to  be  an  increase  of  about  $0.12  per  ton.  Considering, 
however,  the  lower  ore  rates  now  prevailing,  it  is  clear  that  the  costs 
bi  ore  at  the  present  time  (1912)  are  probably  lower  than  those  in 
the  period  1902  to  1906. 

Coke. — For  all  practical  purposes  the  question  whether  there  has 
been  an  increase  since  1902  to  1906  in  the  cost  of  coke  used  in  making 
pig  iron  is  determiaed  by  a  comparison  of  the  costs  for  Connellsville 
beehive  coke.  The  data  on  this  point  available  to  the  Bureau  are 
less  complete  than  for  Lake  ore,  and  consist  (1)  of  average  costs 
for  the  Steel  Corporation's  Connellsville  coke  for  the  period  1902  to 
1906  and  for  the  single  year  1910,  and  (2)  of  average  costs  of  Connells- 
ville coke  for  two  important  independent  companies  for  the  periods 
1902  to  1906  and  1907  to  1909.  The  latter  may  be  conveniently 
taken  up  first. 
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The  costs  for  these  two  independent  companies  can  not  be  shown 
by  items  because  in  one  case  the  cost  was  figured  with  the  cost  of  coal 
at  the  ovens,  and  in  the  other  case  was  a  cost  which  included  an 
item  of  freight  to  ovens  in  the  cost  of  coal.  The  significant  figures, 
however,  are  the  total  costs  of  the  coke,  which  for  the  two  companies 
combined  were  as  follows: 


Periods. 


Tonnage. 


Average  cost 
per  net  ton. 


1902-1906  (5  years). 
1907-1909  (3  years). 


5,345,280 
3,049,689 


52.02 
2.11 


From  this  comparison  it  appears  that  there  was  a  small  increase 
in  the  cost  of  ConneUsville  beehive  coke,  namely,  $0.09  per  net  ton. 
While  the  production  was  considerable,  it  was,  of  course,  only  a  small 
part  of  the  total,  and  can  not  be  regarded  as  conclusive  as  to  the 
change  in  average  cost. 

The  second  comparison  to  be  presented  is  that  of  the  average  book 
cost  for  the  total  production  of  the  H.  C.  Frick  Coke  Co.  for  1902  to 
1906,  inclusive,  with  the  average  book  cost  for  the  single  year  1910. 
This  is  shown  in  the  following  table: 


Table  20. 


-COMPARISON  OF  COST  PER  NET  TON  OF  CONNELLSVILLE  BEEHrVE  COKE 
OF  THE  H.  C.  FRICK  COKE  CO.  FOR  1902-1906  WITH  1910. 


Items  of  cost. 

1902-1906 

(43,579,144 

tons). 

1910 

(9,824,446 

tons). 

Labor.           

50.94 
.24 
.14 

$1.07 

Other  operating  1  .                        .        

.30 

.18 

Total 

1.32 

1.55 

I  Includes  materials  and  supplies,  general  expense  (administration,  taxes,  and  insurance),  less  credits  for 
profits  on  tenements,  blaoksmithing,  farms,  etc. 

•  According  to  the  foregoing  table,  there  was  a  marked  increase  in 
the  cost  of  producing  coke  in  1910  as  compared  with  the  average  of 
the  five  years  1902  to  1906,  inclusive,  namely,  $0.23  per  net  ton. 

It  is  quite  probable  that  if  the  average  for  the  period  1907  to  1910 
was  given  instead,  the  increase  would  have  been  decidedly  less. 
However,  in  the  absence  of  definite  figures,  the  Bureau  prefers  to 
accept  tliis  statement  for  the  purposes  of  the  present  comparison. 
Furthermore,  in  view  of  the  importance  of  the  Frick  company  and 
the  immense  tonnage  it  produces,  it  is  disposed  to  disregarcl  the  pre- 
ceding comparison  for  the  two  independent  companies  whose  costs 
showed  a  much  smaller  increase. 
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Limestone. — The  Bureau  did  not  attempt  to  ascertain  the  direct 
costs  of  production  of  limestone  because  this  cost  was  a  small  item 
per  ton  of  pig  iron  and  the  conditions  of  the  industry  were  such  that 
it  did  not  seem  necessary.  For  the  purpose  of  determining  whether 
there  has  been  any  important  change  in  the  cost  of  the  raw  material, 
the  pig-iron  cost  sheets  afford  sufficiently  conclusive  evidence. 

For  such  a  comparison  it  is  preferable,  of  course,  to  compare  pig- 
iron  costs  which  do  not  show  any  considerable  change  ia  the  quantity 
of  ore  and  coke  used  per  ton  of  pig  iron.  A  good  basis  for  this  is 
found  in  the  limestone  costs  for  Bessemer  pig  iron  at  three  large 
furnace  plants  of  the  Steel  Corporation  for  the  five-year  period  1902 
to  1906  and  for  the  year  1910.  These  are  shown  in  Table  21  (p.  82) 
in  connection  with  the  costs  of  pig  iron.  The  costs  and  quantities 
used  per  ton  of  pig  iron  produced  were  as  follows : 


Limestone  cost  per  ton  of  pig  iron 

Gross  tons  of  limestone  used  per  ton  of  pig  iron. 


SO.  40 
0.447 


SO.  40 
0.443 


The  limestone  costs  were  identical  per  ton  of  pig  iron  for  the  five- 
year  period  and  for  the  year  1910.  Furthermore,  there  was  substan- 
tially no  change  in  the  quantity  required  per  ton  of  pig  iron. 

It  may  be  concluded,  therefore,  that  neither  the  cost  of  production 
of  limestone  itself  nor  the  cost  of  limestone  used  ia  the  production 
of  Bessemer  pig  iron  has  changed  in  any  significant  degree. 

In  the  case  of  basic  pig  iron,  however,  it  may  be  that  there  has  been 
a  slight  increase  in  limestone  costs  per  ton  of  pig  iron  made,  due  to 
lower  average  iron  content  of  ores  used,  but  the  available  data  do  not 
furnish  any  reliable  evidence  on  this  poiat. 

Section  3.  Costs  above  materials  of  pig  iron,  Bessemer  steel,  and  heavy 
standard  rails. 

In  the  preceding  section  the  costs  of  the  raw  materials  for  the  period  \    f 
1902  to  1906  have  been  compared  with  the  costs  for  subsequent  years,    \ 
and  it  has  been  shown  that  there  was  a  small  iucrease  in  the  actual    ) 
costs  of  raw  materials  used  in  making  pig  iron.     Furthermore,  it  was 
shown  that  at  the  present  time  (1912)  the  cost  of  the  most  important 
raw  material  is  probably  less  rather  than  greater. 

The  next  question  to  be  determined  is  whether  the  costs  other  than 
materials,  or,  as  they  are  usually  called,  costs  above  materials,  in  the 
manufacture  of  pig  iron,  steel,  and  rolled  products  have  increased  or 
decreased.     Obviously,  no  further  attention  need  be  paid  to  the  raw 
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materials  when  once  the  general  changes  in  the  costs  thereof  have  been 
ascertained  and  their  cumulative  effect  in  subsequent  stages  of  pro- 
duction computed. 

Pig  nioN. — The  general  position  of  the  iron  and  steel  industry  of 
any  country  or  district  with  respect  to  the  cost  of  production  is  prac- 
tically determined  by  its  cost  of  pig  iron.  This  assumes,  of  course, 
that  the  manufactures  of  steel  are  developed  on  a  large  scale,  and  that 
the  market  for  products  is  broad  enough  to  enable  a  large  tonnage 
to  be  produced,  and  so  to  justify  modern  equipment  and  methods. 

It  has  already  been  shown  (p.  21)  that  the  cost  of  pig  iron  is  chiefly 
a  question  of  the  cost  of  the  raw  materials,  ore,  coke,  and  limestone, 
which  costs  for  1902  to  1906  have  already  been  compared  with  the 
costs  of  subsequent  years. 

The  costs  above  materials,  however,  are  of  considerable  importance 
for  this  comparison,  and  these  will  now  be  considered. 

For  the  comparison  of  these  costs  the  principal  data  relied  on  by 
the  Bureau  are  the  average  costs  of  Bessemer  pig  iron  for  three 
important  plants  of  the  Steel  Corporation  for  the  five-year  period 
1902  to  1906  and  for  the  year  1910.  These  are  shown  in  the 
following  table: 

Table  21.— COMPAEISON  OF  BOOK  COST  PEE  GROSS  TON  OF  BESSEMER  PIG  IRON  AT 
THREE  FURNACE  PLANTS  OF  THE  STEEL  CORPORATION  FOR  1902-1906  WITH  1910. 


Items  of  cost. 

1902-1906 

(13,051,404 

tons). 

1910 

(2,668,230 

tons). 

S7.39 

4.05 

.40 

.67 

.73 

$8.77 

Coke                              

3.94 

.40 

Labor.                

.48 

1.43 

13.24 

14.02 

1  The  items  covered  in  this  figure  show  a  lower  aggregate  sum  in  1910  than  Jor  the  previous  period 
chiefly  on  account  of  credits  for  gas  used  in  other  departments  of  the  Dorics. 

'  This  does  not  include  any  allowance  for  "additional  costs"  shown  on  profit  and  loss  accounts.  (See 
pp.  10  and  25.) 

These  three  furnace  plants  together  produced  13,051,404  tons  of 
pig  iron  in  the  five-year  period  1902  to  1906,  or  an  average  of  2,610,281 
tons  per  annum,  and  they  produced  2,668,230  tons  in  1910.  Two  of 
them  are  among  the  very  best  of  the  Steel  Corporation's  furnace 
plants,  while  the  third  is  probably  of  somewhat  less  efficient  character. 

While  all  the  items  of  furnace  cost  are  shown  in  this  table,  it  should 
be  distinctly  understood  that  the  comparison  which  should  now  be 
made  is  simply  that  for  costs  above  materials,  disregarding  the  "book 
costs"  of  the  raw  materials.     The  reason  for  this  is  evident,  namely, 
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that  the  book  costs  of  the  ore  (net  metaUic  mixture)  and  coke  are  not 
net  costs  (i.  e.,  they  are  costs  based  on  transfer  prices,  which  include 
profits  paid  to  the  Steel  Corporation's  ore  and  coke  companies),  and 
hence  the  differences  between  them  do  not  even  tend  to  show  a 
difference  in  real  net  cost. 

Consideration  is  given,  therefore,  simply  to  the  items  of  labor 
cost  and  "other  operating"  costs.  It  appears  from  the  table  that 
for  these  furnace  plants  the  average  cost  for  labor  was  $0.67  per 
ton  of  Bessemer  pig  iron  for  the  five-year  period  1902  to  1906  and 
$0.48  for  the  year  1910,  a  decline  of  $0.19  per  ton.  This  marked 
reduction  in  cost  was  probably  due  to  a  more  effective  apphcation  of 
labor-saving  methods.  The  other  operating  costs  averaged  $0.73 
per  ton  of  pig  iron  for  the  five-year  period  and  $0.43  for  the  year  1910, 
a  decHne  of  $0.30  per  ton.  The  chief  cause  for  this  decline  was  the 
more  extensive  utihzation  of  a  by-product  of  the  furnace,  namely, 
blast-furnace  gas,  which,  so  far  as  used  in  steel  works,  roUing  mills, 
and  other  producing  departments  of  the  same  plant,  is,  of  course, 
credited  to  the  blast-furnace  plant.  It  is  true  that  such  deduction 
for  costs  of  making  pig  iron  were  not  as  carefully  kept  in  the  five- 
year  period  1902  to  1906  as  in  the  year  1910,  so  that  the  real  gain  in 
this  respect  was  less  than  the  cost  sheets  indicate.  On  the  other 
hand,  the  costs  above  materials  for  making  pig  iron  into  steel  and 
for  roUing  steel  must  have  been  understated  in  the  five-year  period 
in  a  corresponding  degree.  As  will  be  shown  later,  such  costs  have 
in  fact  shown  a  shght  increase  for  certain  products,  which  are  com- 
pared, and  this  increase  may  be  partly  explained  by  this  difference 
in  the  methods  of  cost  accounting.  However,  if  fuU  credit  is  to  be 
given  for  the  increase  in  the  latter  costs,  full  credit  should  also  be 
given  for  the  decrease  in  pig-iron  costs.  Hence,  it  is  proper  to  com- 
pare these  costs  as  they  are  shown  in  the  cost  sheets  themselves. 
The  total  reduction  in  the  "other  operating"  costs  at  the  blast 
furnaces  was  not  due  solely  to  this  particular  credit  item  for  gas,  but 
also  in  part  to  other  improvements  in  furnace  operation.  '    ^.^ 

The  total  cost  above  materials  of  Bessemer  pig  iron  for  these\ 
furnaces,  therefore,  averaged  $1.40  per  ton  for  the  five-year  period  j 
1902  to  1906,  as  compared  with  $0.91  for  1910,  showing  a  decliim/ 
of  no  less  than  $0.49  per  ton.  •  ^' 

In  converting  the  chief  raw  materials  (ore  and  coke)  into  pig  iron, 
there  were  certain  changes  involved  in  the  cost  of  these  raw  materials 
independent  of  the  cost  of  producing  them.  These  arose  from  dif- 
ferences in  the  average  quality  used,  such  as  iron  content,  or  from 
differences  in  the  skill  used  in  combining  them  (furnace  practice). 

The  net  metallic  mixture  required  to  produce  a  ton  of  Bessemer  pig 
iron  averaged  1.84  gross  tons  for  the  five-year  period  1902  to  1906  and 
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1.83  gross  tons  in  1910.i  Chiefly  in  consequence  of  this,  perhaps,  the 
quantity  of  coke  required  per  ton  of  pig  iron  produced  decHned  also; 
it  averaged  1.13  net  tons  for  the  five-year  period  1902  to  1906  and 
1.12  net  tons  for  1910. 

Assuming  now  the  average  increase  in  the  cost  of  Lake  ore  for  all 
companies  in  the  four-year  period  1907  to  1910,  as  compared  with  the 
five-year  period  1902  to  1906  (see  Table  19),  as  a  basis,  namely,  $0.12 
per  gross  ton,  it  is  evident  that  inasmuch  as  about  1 .83  gross  tons  of 
ore  were  required  per  ton  of  Bessemer  pig  iron  in  1910  (as  just  shown 
above),  the  increase  in  the  cost  of  this  ore  per  ton  of  pig  iron  may  be 
roughly  computed  at  1.83  times  $0.12,  or  $0.22  per  ton. 

If,  instead  of  these  ore  costs  for  aU  companies,  the  average  ore  costs 
of  the  Steel  Corporation  alone  be  taken  for  the  same  periods  as  for  the 
pig-iron  costs,  namely,  $2.58  per  ton  for  the  five-year  period  1902  to 
1906  and  $2.88  for  the  year  1910,  the  difference  would  be  $0.30  per 
ton,  and  the  increase  in  ore  costs  for  these  furnaces,  computed  in  the 
same  manner,  would  be  $0.55  per  ton  of  pig  iron.  The  average  costs 
of  ore  for  this  one  year  are  hardly  as  representative  of  the  general 
conditions  as  those  for  the  average  for  the  four-year  period  used  in 
the  first  case. 

In  the  same  way,  assuming  the  average  increase  in  the  cost  of 
ConneUsville  coke  for  the  Steel  Corporation  in  1910,  as  compared  with 
the  five-year  period  1902  to  1906  (Table  20)  as  a  basis,  namely,  $0.23 
per  net  ton,  the  increase  in  the  cost  of  coke  in  Bessemer  pig  may  be 
computed  from  the  average  quantity  required.  This,  as  shown 
above,  was  1.12  net  tons,  which,  multiphed  by  the  increase  in  cost  per 
net  ton,  gives  $0.26  per  ton  of  pig  iron. 

The  costs  of  limestone,  as  stated  above  (p.  81),  may  be  taken  at 
the  same  figures  as  shown  on  the  cost  sheets  (see  Table  21),  which 
showed  no  change  for  Bessemer  pig  iron  as  between  the  five-year 
period  1902  to  1906  and  the  year  1910. 

Hence,  to  determine  whether  there  has  been  any  increase  in  the  net 
costs  of  producing  Bessemer  pig  iron  the  increases  in  the  costs  of  ore 
and  coke  may  be  compared  with  the  decreases  in  the  costs  above 
materials.     The  results  are  shown  as  follows: 

Ore  cost,  increase $0. 22 

Coke  coat,  increase 26 

Total,  increase 48 

Cost  above  materials,  decrease 49 

Net  decrease  (per  ton  of  pig  iron) 01 

1  The  ^et  metallic  mixture  used  by  these  furnaces  thus  showed  a  slight  improvement  in  iron  yield  and 
it  shoulQ  be  noted  that  a  slightly  greater  yield  is  shown  Jor  all  Bessemer  furnaces  of  the  Steel  Corpora- 
tion in  1910. 
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If,  however,  the  increase  in  ore  costs  in  1910  were  taken  at  $0.55 
per  ton  instead  of  $0.22,  as  shown  above,  there  would  have  been  a  not 
increase  of  $0.32  per  ton  of  pig  iron. 

As  already  stated,  however,  the  Bureau  regards  the  first  result, 
namely,  a  decrease  in  cost  of  $0.01  per  ton  of  Bessemer  pig  iron,  as 
more  correctly  representative  of  recent  conditions. 

When,  moreover,  present  conditions  (1912)  are  considered,  there  is 
no  doubt  that  the  costs  of  Lake  ore  are  lower  rather  than  higher, 
for  the  reasons  already  given  in  detail  (p.  79),  namely,  lower  ore 
rates  on  the  railroads  serving  the  Mesabi  and  Vermilion  Ranges. 
The  present  cost  of  ore  being  lower,  there  is  no  question  that  the  pres- 
ent cost  of  making  pig  iron  is  somewhat  lower  than  in  the  period 
1902  to  1906.1 

Bessemer  ingots. — The  cost  of  Bessemer  steel  manufacture  is  just 
the  same  for  Bessemer  billet  ingots  and  for  Bessemer  rail  ingots 
except  for  the  extra  cost  of  manganese.  This  is  true  at  least  if  the 
same  works  are  operated  in  the  same  way,  with  respect  to  the  use  of 
direct  metal.  The  difference  in  cost  of  manganese  is  of  no  conse- 
quence in  this  case,  because  only  costs  above  materials  are  especially 
under  consideration.^ 

Bessemer  billet  ingots. — While  much  more  Bessemer  billet 
steel  is  produced  by  the  Steel  Corporation  than  Bessemer  rail  steel, 
the  available  data  for  comparison  are  in  this  case  the  costs  for  one 
plant  only,  namely,  the  average  works  costs  as  shown  by  the  books 
for  the  five-year  period  1902  to  1906  and  for  the  year  1910. 

Table  22.— COMPARISON    OF   BOOK   COST    PEE    GROSS    TON    OF    BESSEMER    BILLET 
INGOTS  AT  ONE  PLANT  OF  THE  STEEL  CORPORATIOiN  FOR  1902-1906  ^^  ITH  1910. 


Items  of  cost. 

1902-1906 

(2,737,387 

tons). 

1910 

(590,603 

tons). 

$15. 46 
.62 
.33 
.65 

$14. 84 

Labor. . 

54 

Fuel 

.18 

.65 

Works  cost< 

17.00 

16.21 

*  While  the  Bureau  had  certain  other  comparative  data  which^hrew  some  light  on  the  changes  in  cost 
above  materials  of  pig  iron,  none  of  them  was  satisfactory,  either  on  account  of  greatly  varying  tonnages 
or  mixture  of  basic  and  Bessemer  pig  iron. 

*  The  available  evidence  does  not  show  any  increase  in  the  average  cost  of  manganese  for  the  plants  of 
the  Steel  Corporation. 

8  Including  manganese. 

*This  does  not  include  any  allowance  for  "additional  cost"  shown  on  profit  and  loss  accounts.  (See 
pp.  10  and  25.) 
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As  stated  above  (see  p.  82),  no  attention  need  be  paid  in  this  com- 
parison to  the  cost  of  pig  iron  and  scrap  (including  manganese), 
because  the  comparison  to  be  made  is  simply  between  the  "cost 
above  materials." 

This  cost  above  materials  is  summarized  in  the  items  of  labor,  fuel, 
and  other  operating.  The  average  labor  cost  for  the  five-year  period 
was  10.62  per  ton  of  ingots  as  compared  with  $0.54  for  1910,  a  reduc- 
tion of  $0.08  per  ton.  The  fuel  cost  showed  an  even  greater  reduction, 
namely,  from  $0.33  to  $0.18,  or  $0.15  per  ton  of  ingots. 

This  large  reduction  in  fuel  cost  was  evidently  due  to  a  great  change 
in  economy  of  production  obtained  by  using  much  larger  propor- 
tions of  molten  pig  iron  direct  from  the  blast  furnaces.  There 
was  no  change  in  the  "other  operating"  costs,  which  averaged 
exactly  $0.65  per  ton  of  ingots  in  each  case.  Comparing  the  "cost 
above  materials,"  that  for  1902  to  1906  averaged  $1.60  per  ton  of 
ingots  and  that  for  1910  only  $1.37,  a  reduction  of  no  less  than  $0.23 
per  ton. 

In  the  foregoing  comparison  of  the  changes  in  the  cost  of  making 
Bessemer  pig  iron  for  these  same  two  periods  (p.  84)  the  general  con- 
clusion was  that  there  was  probably  a  very  small  decrease — $0.01  per 
ton — but  if  the  average  ore  costs  of  the  Steel  Corporation  for  the  year 
1910  alone  were  taken,  there  would  be  an  increase  of  $0.32  per  ton. 

In  making  the  Bessemer  bUlet  ingots  ia  1910  comprised  in  the 
above  table  the  net  quantity  of  pig  iron  and  scrap  used  was  1.08  tons 
per  ton  of  product.  Hence,  according  as  the  cost  of  Bessemer  pig 
iron  is  assumed  to  have  decreased  ia  1910  as  compared  with  the 
five-year  period  (1902-1906)  by  1  cent  per  ton  or  increased  by  $0.32 
per  ton,  the  net  change  in  cost  on  this  account  would  be  1  cent 
decrease  or  $0.35  increase  per  ton  of  ingots,  respectively. 

Allowing  next  for  the  indicated  reduction  in  "cost  above  materials" 
shown  above,  namely,  $0.23  per  ton,  the  total  change  in  the  cost  of 
making  Bessemer  billet  ingots  for  these  two  periods  might  be  com- 
puted to  be  either  a  decrease  of  $0.24  per  ton  or  an  increase  of  $0.12 
per  ton. 

These  computations  refer,  of  course,  only  to  the  change  in  cost 
between  this  five-year  period  and  the  year  1910.  Taking  into 
account  the  present  position  (1912)  of  the  industry,  i.  e.,  the  lower 
cost  of  ore  at  lower  Lake  ports  on  account  of  reductions  in  ore  freights, 
there  is  no  doubt  that  the  net  cost  of  making  Bessemer  billet  ingots 
is  distinctly  lower  than  in  1910,  and  also  somewhat  lower  than  for 
the  five-year  period  1902  to  1906. 

Bessemer  rail  ingots. — For  the  comparison  of  the  costs  of 
Bessemer  rail  ingots  the  following  table  gives  the  book  costs  at  two  of 
the  largest  Bessemer  rail  plants  of  the  Steel  Corporation  for  the  five- 
year  period  1902  to  1906  and  the  year  1910. 


COST  OP  PRODUCTION — PEELIMINAEY  REPORT. 


87 


Table  23.— COMPARISON  OF  BOOK  COST  PER  GROSS  TON  OF  BESSEMER  RAIL  INGOTS 
AT  TWO  PLANTS  OF  THE  STEEL  CORPORATION  FOR  1902-1906  WITH  1910. 


Items  ol  cost. 

1902-1906 

(8,610,925 

tons). 

1910 

(1.399,127 

tons). 

Pig  iron  and  scrap  i     . . .            .... 

$14.86 
.49 
.10 
.47 

$15  67 

.52 

Fuel     .                

10 

.66 

15.92 

16.86 

'  Including  manganese. 

'  This  does  not  include  any  allowance  for  "additional  costs"  shown  on  profit  and  loss  accounts.    (See 
pp.  10  and  25.) 

As  already  explained  (see  p.  82),  the  cost  of  the  pig  iron  and 
scrap  (including  naanganese)  is  of  little  interest  in  the  present  com- 
parison, which  is  directed  simply  at  the  cost  above  materials. 

This  cost  is  summarized  in  items  of  labor,  fuel,  and  other  operating. 
The  average  labor  cost  for  the  five-year  period  1902  to  1906  was  $0.49 
per  ton  of  ingots  produced  as  against  $0.52  for  the  year  1910,  an 
increase  of  $0.03  per  ton.  There  was  no  difference  in  the  average 
cost  of  fuel.  For  the  various  other  operating  expenses  the  average 
cost  in  the  five-year  period  was  $0.47  per  ton,  as  compared  with 
$0.56  in  1910,  an  increase  of  $0.09  per  ton.  The  total  cost  above 
materials  was  $1.06  for  the  five-year  period  1902  to  1906  and  $1.18 
for  1910.     The  total  increase  in  this  cost,  therefore,  was  $0.12  per  ton. 

With  this  slight  increase  in  the  cost  above  materials  of  Bessemer 
rail  ingots  should  be  considered  the  net  change  in  the  cost  of  making 
Bessemer  pig  iron,  which  has  already  been  discussed.  The  general 
conclusion  arrived  at  there  was  that  for  the  two  periods  here  com- 
pared there  was  probably  a  trifling  decrease  in  the  cost  of  Bessemer  pig 
iron  ($0.01  per  ton),  although  taking  the  Steel  Corporation's  average 
ore  costs  for  the  year  1910  as  a  basis,  an  increase  of  $0.32  might  be 
figured. 

For  the  particular  Bessemer  ingots  here  under  consideration  the 
net  quantity  of  pig  iron  and  scrap  required  to  produce  a  ton  of  ingots 
was  1.06  tons  in  1910.  According  as  the  changes  in  pig-iron  costs 
are  taken  as  $0.01  decrease  or  $0.32  increase,  the  change  on  account 
of  this  item  would  be  $0.01  decrease  or  $0.34  increase  per  ton  of 
ingots. 

Adding  to  these  last  two  results  the  increase  in  cost  above  mate- 
rials of  these  ingots,  namely,  $0.12  per  ton,  would  give  the  total 
change  in  cost  of  production  as  $0.11  per  ton  increase  or  $0.46  per 
ton  increase,  respectively. 

These  computations  relate,  of  course,  simply  to  the  above  compari- 
son, which  is  between  the  five-year  period  1902  to  1906  and  the  year 
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1910.  As  already  stated  (p.  85),  however,  the  present  (1912)  net 
cost  of  production  of  pig  iron  is  undoubtedly  distinctly  lower  than 
in  1910.  Hence,  there  is  no  doubt  that  the  net  cost  of  producing 
Bessemer  ingots  is  somewhat  lower  now  than  for  the  five-year  period 
1902  to  1906. 

Heavy  standard  bails. — The  most  important  single  finished  prod- 
uct of  the  rolling  mill  is  rails.  The  cost  of  rolling  them  (as  distin- 
guished from  the  material  used)  does  not  depend,  of  coiu-se,  upon 
the  quality  of  the  steel,  but  (volume  of  tonnage  being  the  same)  upon 
the  weight  per  unit  of  length  and  the  section.  The  most  important 
kind  of  rails  are  heavy  standard  or  T  rails,  used  for  steam  railways. 

A  comparison  of  the  cost  above  materials  of  heavy  standard  rails 
at  two  of  the  largest  rail  plants  of  the  Steel  Corporation  for  the  five- 
year  period  1902  to  1906  with  the  year  1910  is  shown  in  the  following 
table : 


Table  24.— COMPARISON  OF  BOOK  COST  PER  GROSS  TON  OF  HEAVY  BESSEMER  RAILS 
AT  TWO  PLANTS  OF  THE  STEEL  CORPORATION  FOR  1902-1906  WITH  1910. 

Items  of  cost. 

1902-1906 

(5,944,409 

tons). 

1910 
(923,651 
tons). 

$16.94 

1.01 

.10 

.94 

$17.86 

1.14 

Fuel                            

.17 

1.06 

18.90 

20.23 

1  This  does  not  include  any  allowance  for  "additional  costs"  shown  on  profit  and  loss  accounts.    (See 
pp.  10  and  31.) 

As  repeatedly  explained  (see  p.  87),  no  attention  is  paid  here  to 
the  book  cost  of  the  ingots  used,  inasmuch  as  the  question  is  simply 
one  of  differences  in  cost  above  materials. 

This  cost  is  shown  in  the  items  of  labor,  fuel,  and  other  oper- 
ating expenses.  The  average  labor  cost  for  the  five-year  period 
1902  to  1906  was  $1.01  per  ton  of  rails,  as  compared  with  $1.14  for 
1910,  an  increase  of  $0.13  per  ton.  The  cost  of  fuel  showed  an 
increase  from  $0.10  for  the  five-year  period  to  $0.17  for  the  year 
1910,  or  $0.07  per  ton.  Other  operating  expenses  increased  also, 
namely,  from  $0.94  for  the  five-year  period  to  $1.06  for  the  year 
1910,  or  $0.12  per  ton.  The  total  cost  above  materials  increased, 
therefore,  from  $2.05  per  ton  to  $2.37,  an  increase  of  $0.32  per  ton 
of  rails. 

This  higher  cost  above  materials  for  rails  is  partly  due,  at  least, 
to  the  fact  that  more  care  is  taken  in  making  them  in  accordance 
with  the  recent  changes  in  contract  specifications  for  rails,  involving 
slower  "breaking  down"  of  the  ingot  in  the  blooming  mill,  increased 
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cropping  of  the  blooms,  and  increased  care  in  finishing  and  inspect- 
ing. The  increase  in  cost  for  these  reasons  corresponds  to  an 
improvement  in  quality,  and,  if  it  could  be  accurately  determined, 
might  fairly  be  taken  account  of  in  the  increase  in  cost  above 
materials. 

Considering  now  the  net  cost  of  the  raw  material,  reference  is 
made  to  the  statements  regarding  the  change  in  cost  of  ingots  in 
1910  as  compared  with  the  five-year  period  1902  to  1906  (see  p.  87), 
namely,  an  increase  of  $0.11  per  ton  or  of  $0.46  per  ton,  according  to 
the  average  ore  cost  used  (pp.  84  and  85). 

The  net  quantity  of  steel  used  for  the  rail  plants  here  under  con- 
sideration was  1.02  tons  per  ton  of  rails  produced.  Applying  this 
factor  to  the  increases,  respectively,  mentioned  above,  the  increase 
for  computed  cost  of  material  in  rails  are,  respectively,  $0.11  and  $0.47. 

Combining  these  results  with  the  increase  in  cost  above  materials 
shown  above,  namely,  $0.32  per  ton,  gives  a  net  increase  in  each 
case,  namely,  $0.43  and  $0.79  per  ton  of  rails.  So  far  as  these  data 
are  typical,  therefore,  the  computation  of  net  cost  shows  a  compara- 
tively small  increase  in  the  cost  of  rails  in  1910  as  compared  with 
the  five-year  period  1902  to  1906. 

As  repeatedly  noted  (see  p.  79),  however,  there  is  no  doubt  that  the\ 
cost  of  ore  at  the  present  day  (1912)  is  distinctly  lower  than  in  1910,    \ 
and  hence  the  costs  of  pig  iron,  Bessemer  steel,  and  rails  are  undoubt-      1 
edly  somewhat   lower  also  than  they  were  in  the  five-year  period     / 
1902  to  1906".  y 

Other  rolled  products. — If  the  net  cost  of  Bessemer  rails  is 
lower  to-day  than  in  the  five-year  period  1902  to  1906,  there  is  no 
doubt  that  the  same  is  true  of  bUlets  and  probably  also  of  other 
heavy  roUed  products  made  from  Bessemer  steel.  As  for  the  lighter 
rolled  products,  the  Bureau  has  no  satisfactory  data,  but  if  there 
has  been  a  general  increase  in  costs  above  materials  for  all  rolled 
products  it  is  quite  likely  that  for  some  of  them,  especially  those 
requiring  much  labor,  there  has  been  and  is  to-day  a  distinct  increase 
over  the  average  for  1902  to  1906.  For  some  of  the  lighter  rolled 
products  there  have  been  technical  improvements  and  labor-saving 
devices  of  sufficient  importance  to  counteract  any  tendency  to  increase 
which  may  have  existed  for  certain  items  of  conversion  expense. 


CHAPTER  VII. 

COSTS  OF  THE  STEEL  CORPORATION  IN  1910. 

Section  1.  Distinction  between  Steel  Corporation's  book  costs  and  integra- 
tion costs. 

This  chapter  of  the  report  deals  with  costs  of  the  Steel  Corporation 
alone  for  the  year  1910,  for  the  chief  raw  materials,  and  for  typical 
finished  products. 

As  already  shown  (p.  8),  the  unique  character  of  the  Steel  Corpora- 
tion .  and  its  dominating  position  in  the  industry  make  the  subject 
of  its  costs  of  production  a  matter  of  public  concern. 

AH  the  considerations  noted  in  preceding  chapters  as  to  the  neces- 
sity for  revision  of  costs,  owing  to  the  effect  of  legal  organization, 
intercompany  transactions,  arbitrary  transfer  prices,  etc.,  apply  with 
especial  force  in  the  case  of  the  Steel  Corporation,  which  is  a  holding 
company  with  a  large  number  of  constituent  and  subsidiary  com- 
panies, and  which,  moreover,  is  the  only  steel-making  concern  with 
extensive  railroad  properties. 

The  industrial  activity  of  the  Steel  Corporation  covers  not  only 
the  mining  of  iron  ore  and  of  coal  and  the  making  of  coke,  but  also 
the  transporting  of  ore  by  both  rail  and  Lake,  while  its  iron  and  steel 
manufacturing  enterprises  cover  the  making  of  pig  iron,  steel,  and 
most  of  the  various  lines  of  rolled  products,  besides  some  more 
elaborated  commodities,  such  as  tin  plate,  manufactures  of  wire,  etc. 

As  to  organization,  its  ore  business  is  conducted  by  a  distinct 
company,  and  Hkewise  the  business  of  its  several  railroads,  its  ore 
fleet,  and  its  several  coal  and  coke  producing  enterprises,  while  its 
iron  and  steel  manufacturing  business  is  divided  up  among  numerous 
companies,  most  of  which  are  severally  engaged  in  the  production  of 
iron,  steel,  and  numerous  finished  products  of  steel. 

These  several  companies  have  an  independent  legal  existence,  and 
are  held  together  as  an  industrial  unit  through  the  ownership  of  their 
stock  by  the  Steel  Corporation,  which  is  simply  a  holding  company. 
The  natural  consequence  of  this  independent  existence  of  these  several 
producing,  transporting,  and  manufacturing  companies  is  that  each 
one  of  them  has,  and  necessarily  must  have,  its  own  separate  financial 
accounts,  cost  accounts,  etc.,  and  these  accounts,  at  least  in  most 
cases,  have  had  a  continuous  existence  from  a  time  prior  to  the  forma- 
tion of  the  Steel  Corporation.  Even  where  prior  to  the  organization 
of  the  Steel  Corporation  these  manufacturing  companies  controlled 
90 
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ore-mimng  property  and  indirectly  were  engaged  in  the  production  of 
ore,  this  was  always  done,  at  least  for  the  districts  using  Lake  ore, 
through  a  separate  company.  Thus,  the  consoUdation  of  the  various 
ore  companies  controlled  by  the  Steel  Corporation  under  a  central 
direction,  as  at  the  present  time,  produced  no  change  in  the  manner 
of  accounting. 

Owing  in  part  to  this  legal  organization  and  in  part  to  a  more  or  less 
natural  separation  of  ore  mining,  ore  transportation,  and  coal  and 
coke  production  from  the  making  of  iron  and  steel  products,  the  costs 
of  production  in  these  several  branches  were  formerly  and  are  stUl 
generally  treated  as  independent  operations.  The  cost  of  a  product 
is  always  considered  by  the  Corporation  as  the  cost  of  the  product  to 
the  subsidiary  company  which  makes  it,  and  if  this  company  has  to 
pay  a  price  which  includes  a  profit  on  the  ore  it  purchases  from 
another  subcompany,  or  on  the  coke,  such  price  is  regarded,  and  for 
the  financial  accounts  of  the  subcompany  in  question  must  be 
regarded,  as  a  cost  to  that  company. 

While  this  is  the  natural  basis  for  cost  accounts  for  the  several 
constituent  companies,  it  is  important  to  bear  in  mind  that  these 
various  constituent  companies,  whether  engaged  in  ore  mining,  ore 
transportation,  coal  mining,  coke  making,  or  the  manufacture  of  iron 
and  steel  products,  are  in  fact  combiaed  into  a  single  industrial  and 
commercial  unit,  though  by  more  or  less  artificial  legal  arrangements, 
under  a  central  control  with  respect  to  every  branch  thereof,  and  that 
the  divisible  profits  from  each  of  these  companies  flow  or  can  be 
directed,  if  need  be,  into  a  single  treasury,  namely,  that  of  the  Steel 
Corporation. 

Now,  just  as  the  Steel  Corporation  in  its  combined  statements  of 
earnings  finds  it  important  to  distinguish  between  profits  finally  real- 
ized by  sales  to  outsiders  and  profits  resulting  from  intercompany 
sales  between  its  subcompanies  (see  Part  I,  pp.  332-344),  so  in  its  cost 
accounting  it  is  important  for  a  full  understanding  of  its  position  as  a 
producer  to  know  the  cost  of  its  products  Avithout  the  inclusion  of  the 
profits  on  materials  or  transportation  services  sold  by  one  subcom- 
pany to  another.  For  this  reason  the  Steel  Corporation  keeps  a 
record  of  such  intercompany  profits  with  respect  to  materials  trans- 
ferred or  transportation  services  rendered  in  such  a  manner  as  to 
enable  it  to  determine,  at  least  with  approximate  accuracy,  what  the 
cost  would  be  if  no  such  intermediate  profits  were  charged  into  costs. 
Thus,  for  iron  ore  used  in  making  pig  iron  the  profit  on  ore  transpor- 
tation, whether  by  rail  or  Lake,  as  near  as  it  can  be  determined, 
together  with  profits  accruing  from  ore  docks,  besides,  of  course,  the 
profit  on  the  sale  of  the  ore  (i.  e.,  the  difference  between  its  cost  and 
price  received  by  the  ore  company),  is  duly  computed  and  credited 
to  the  item  of  ore  or  metallic  mixture  in  the  pig-iron  cost  sheet.  The 
same  principle  applies  to  the  coke  used  in  making  pig  iron.     These 
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comprise  the  only  important  items  of  intercompany  profit  that  have 
relation  to  the  costs  of  pig  iron.  The  subtraction  of  these  items  of 
profit  for  ore,  coke,  etc.,  provides  the  Corporation  with  a  means  of  revis- 
ing the  pig-iron  cost  as  shown  by  the  producing  company's  accounts. 
The  cost  thus  arrived  at  may  be  regarded  as  a  statistical  or  "integra- 
tion "  cost;  that  is,  a  cost  which  differs  from  the  cost  as  shoAvn  by  the 
books  of  account  of  the  producing  subcompany.  It  may  be  correctly 
called  a  statistical  or  integration  cost,  inasmuch  as  it  relates  to  the 
organization  as  a  highly  integrated  industrial  unit  and  does  not  corre- 
spond, of  course,  with  the  books  of  account  of  the  several  producing 
companies. 

It  should  be  reiterated  that  it  is  desirable  to  have  the  costs  stated 
in  this  manner  because  the  inclusion  of  intercompany  profits  involves, 
from  a  statistical  point  of  view,  an  inconsistent  treatment  of  several 
stages  of  production,  inasmuch  as  such  profits  are  not  charged  or 
included  on  the  basis  of  any  economic  principle,  but  simply  on  the 
basis  of  legal  organization  of  companies.  Furthermore,  if  at  any 
particular  stage  of  production,  as  for  example  ore  mining  or  ore 
transportation,  the  profits  charged  were  unreasonably  high,  such 
charges  would  be  incorporated  in  all  subsequent  costs  and  enhance 
them  unduly. 

In  comparing  the  book  costs  and  the  statistical  or  integration 
costs  as  described  above,  it  is  of  vital  importance  to  discriminate  as 
to  the  respective  margins  between  these  two  costs  and  the  selling  price 
in  every  instance,  inasmuch  as  the  margin  in  the  first  case  consti- 
tutes a  return  to  quite  a  different  investment  as  compared  with  the 
second.  Take,  for  example,  the  book  cost  of  pig  iron,  which  may  be 
assumed  at  $14  per  ton,  and  the  selling  price  at  $16  per  ton.  The 
margin  here  is  $2  per  ton,  and  this  represents  a  profit  for  the  invest- 
ment and  risk  in  the  operation  of  blast-furnace  plant  only.  For  this 
same  pig  iron  the  integration  cost  may  be  assumed  to  be  $10.50  per 
ton,  which  at  the  same  market  price  leaves  a  margin  or  profit  of  $5.50 
per  ton,  but  the  total  amount  of  profit  corresponding  to  this  margin 
constitutes  the  return  on  the  investment,  operation,  and  risk,  not  only 
for  the  blast-fumace  plant,  but  also  on  ore  mines,  ore  railroads,  ore 
fleets,  and  docks,  besides  coal  mines  and  coke  works.  A  much  larger 
return  is  requisite,  obviously,  in  the  second  case  than  in  the  first, 
inasmuch  as  the  profit — i.  e.,  the  margin  between  cost  and  price — 
must  afford  a  return  to  more  extensive  operations,  and  consequently 
to  a  very  much  larger  investment. 

The  question  as  to  what  constitutes  a  fair  return  to  the  capital 
invested  in  the  case  of  the  above  illustration,  or  under  the  actual 
circumstances  about  to  be  presented,  can  not  be  discussed  at  this 
point,  but  must  depend  on  a  careful  consideration  of  the  investment 
and  operations  in  each  department  of  the  business  and  the  attendant 
risks. 
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Section  2.  Character  of  antecedent  profits  eliminated  from  the  Steel  Cor- 
poration's book  costs. 

Although  the  Steel  Corporation  possesses  extraordinarily  complete 
records  of  its  business  and  profits,  even  it  can  not  figure  with  absolute 
precision  the  exact  amount  of  antecedent  transfer  profit  which  is 
contained  in  the  book  cost  or  company  cost  of  a  particular  product 
at  a  particular  plant.  Nor  can  such  a  calculation  be  absolutely  pre- 
cise in  the  case  of  transportation  profits,  because  with  respect  to  such 
profits  any  rule  for  allocating  the  total  net  operating  profits  to  a  par- 
ticular commodity  transported  must  be  more  or  less  arbitrary,  how- 
ever reasonable  or  proper  such  rule  may  be.     (See  p.  72.) 

Furthermore,  the  computations  of  the  Steel  Corporation  with 
respect  to  antecedent  transfer  profits  included  in  book  costs  are  not 
absolutely  complete.  In  such  a  complicated  business  as  that  con- 
ducted by  this  great  concern  there  are  a  great  many  possible  ways  for 
some  insignificant  items  of  profit  to  get  into  the  cost  of  supplies, 
repairs,  etc.,  quite  apart  from  the  main  sources  of  such  profit,  namely, 
the  transfer  and  transportation  profits  on  the  chief  raw  material  of 
pig-iron  manufacture,  ore,  and  the  transfer  profits  on  coal  and  coke  and 
on  pig  iron  and  manufactures  of  iron  and  steel  (which  are  occasionally 
charged  as  they  pass  from  one  subcompany  to  another)  in  succeeding 
stages  of  manufacture.  Nevertheless,  the  Steel  Corporation  does 
trace  out  and  include  such  antecedent  transfer  profit  with  extj^aor- 
dinary  care.  In  the  detailed  statements  of  integration  profit,  par- 
ticular items  of  such  profit  as  small  as  one-tenth  of  1  cent  per  ton  are 
sometimes  shown  against  minor  items  of  cost. 

As  already  pointed  out  (see  pp.  70-71),  the  great  bulk  of  the  Steel 
Corporation's  transportation  profit  on  ore  is  derived  from  (1)  the 
transportation  over  the  Duluth  &  Iron  Kange  Railroad  and  the 
Duluth,  Missabe  &  Northern  Railway,  from  the  mining  region  to  the 
head  of  the  Lakes ;  (2)  over  the  vessels  of  the  Pittsburgh  Steamship 
Co.,  from  the  head -of  the  Lakes  to  lower  Lake  ports;  (3)  from  certain 
docks  at  lower  Lake  ports;  and  (4)  over  certain  railroads  running 
from  the  Great  Lakes  to  furnaces  south  thereof,  and  particularly  the' 
Bessemer  &  Lake  Erie  RaUroad,  connecting  Conneaut  with  the  Pitts- 
burgh district,  and  the  Union  Railroad.  In  the  computations  of  such 
transportation  profit  made  by  the  Bureau,  these  were  the  only  trans- 
portation agencies  for  which  any  determination  of  the  profit  was 
attempted.  The  Steel  Corporation,  however,  is  able  to  take  account 
of  certain  other  transportation  profits.  Furthermore,  the  extensive 
records  at  the  disposal  of  the  Steel  Corporation  make  it  possible  for 
the  Corporation  to  determine  the  transportation  profits  to  be  elimin- 
ated with  greater  completeness  and  accuracy  than  was  possible  for  the 
Bureau.  However,  the  results  obtained  by  the  Bureau's  method  and 
those  obtained  by  the  Steel  Corporation  are  very  close  to  each  other. 
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While,  therefore,  the  Steel  Corporation's  computations  of  the 
profits  of  integration  included  in  book  cost  are  not  absolutely  complete 
or  precise,  they  are  made  with  unusual  care  and  accuracy.  Moreover, 
there  would  be  no  practical  advantage  even  to  the  Corporation  in 
making  such  computations  absolutely  precise,  and  as  the  possible 
differences  in  cost  depending  on  such  precision  would  be  very  small 
they  would  be  also  of  little  public  interest. 

Section  3.  Steel  Corporation's  integration  cost  of  Lake  Superior  ore  for 
1910. 

The  total  production  of  Lake  Superior  ore  in  1910  is  officially 
reported  at  46,328,743  tons,  and  the  total  shipments  from  the  upper 
Lake  ports  at  43,442,397  tons.  The  production  of  Lake  ore  by  the 
Steel  Corporation  in  1910  was  23,010,216  tons,  or  49.7  per  cent  of 
the  total,  and  its  shipments  from  upper  Lake  ports  were  21,546,824 
tons,  or  49.6  per  cent  of  the  total.^ 

Of  the  total  production  of  the  Mesabi  Range,  which  has  by  far  the 
largest  output,  and  also  the  lowest  costs,  and  which  consequently  is 
of  dominating  importance,  the  Steel  Corporation  produced  no  less 
than  58.5  per  cent  in  1910.  For  all  the  other  ranges  combined  ("Old 
Ranges")  the  Steel  Corporation's  production  in  1910  was  32.6  per 
cent. 

The  costs  of  Lake  ore,  as  has  already  been  shown  above  (pp.  16  and 
46),  are  usually  stated  at  lower  Lake  ports,  where  the  ore  is  generally 
sold,  and  include,  therefore,  important  items  of  freight  for  both  rail  and 
Lake  transportation.  The  Steel  Corporation's  position  as  one  of  the 
principal  ore  carriers  both  by  rail  and  Lake  has  already  been  stated 
(pp.  70-74),  with  the  Bureau's  computation  of  the  total  amount  of 
these  profits  as  well  as  the  average  rate  of  profit  per  ton  of  total 
deliveries  at  lower  Lake  ports.  In  its  computations  of  the  statistical 
or  integration  cost  of  its  ore  at  lower  Lake  ports,  the  Steel  Corpora- 
tion does  not,  as  already  stated,  take  any  account  at  aU  of  the  profits 
which  it  receives  from  the  transportation  of  ore  for  other  concerns. 

1  The  total  production  of  Lake  ore  and  the  production  of  the  Steel  Corporation,  by  ranges,  for  the  year 
1910  are  shown  in  the  following  table: 


Ranges. 

Production  of  Steel 
Corporation. 

Total 
production. 

Gross  tons. 
17,875,069 

Per  cent. 
58.5 

Oross  tons. 
30,576,409 

1,338,110 

1,817,698 

792,539 

1,186,910 

96.2 
38.3 
17.1 
23.8 

1,390,360 
4,746,818 
4,631,427 
4,983,729 

Total  Old  Ranges 

6,135,167 

32.6 

15,752,334 

Grand  total 

23,010,216 

49.7 

46,328,743 

COST   OF   PEODTJCTION PEELIMINAEY  EEPOKT. 
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Averages  for  Corporation's  total  Lake-ore  production. — 
The  following  table  for  the  cost  of  the  Steel  Corporation's  ore  at  lower 
Lake  ports  in  1910  is  shown  in  the  same  summary  form  as  used  in 
previous  statements  of  book  cost  (pp.  16  and  46),  with  two  additional 
columns  showing,  respectively,  the  items  of  transportation  profit 
eliminated  and  the  resultant  integration  cost: 

Table  25— STEEL  CORPORATION'S  BOOK  COST  PER  GROSS  TON  OF  LAKE  ORE  AT 
LOWER  LAKE  PORTS,  AS  SHOWn'bY  PRODUCING  SUBCOMPANIES'  COST  STATE- 
MENTS, APPROXIMATE  INTERCOMPANY  PROFITS  INCLUDED  THEREIN,  AND  NET 
INTEGRATION  COST,  AS  SHOWN  BY  THE  RECORDS  OF  THE  CORPORATION,  FOR  1910. 

[23,010,216  tons.] 


Items. 


Company 

or   book 

cost. 


Intercom- 
pany profit 
(approxi- 
mate). 


Integration 
cost  (exclusive 
of  any  return 
to  investment 
on  any  anterior 
stage  of  produc- 
tion or  trans- 
portation). 


Labor 

Other  operating 

Royalty 

Mine  cost 

Rail  freight 

Lake  freight 

Total  lower  Lake  ports. 
General  charges , 

Total 


$0.35 
.52 
.34 


(>) 


SO.  35 
.52 
.34 


1.21 
.74 
.75 


$0.34 
.14 


1.21 
.40 
.61 


2.70 
.18 


2.22 
.18 


1  Intercompany  royalty  $0,002. 

The  average  cost  of  Lake  ore  at  lower  Lake  ports,  as  shown  by  the 
ore  company's  books,  was  $2.88  per  ton.  This  cost  includes,  as  shown 
in  the  second  column  of  the  table,  items  of  intercompany  profit  aggre- 
gating $0.48  per  ton,  which  went  to  the  railroad  and  vessel  companies 
transporting  the  ore.  The  actual  amounts  of  profit  corresponding  to 
these  profits  per  ton  constituted,  so  far  as  this  part  of  the  ore  traffic 
is  concerned,  the  total  return  to  the  investment  in  such  transportation 
agencies. 

The  chief  part  of  this  intercompany  profit  is  found  in  the  profits 
from  ran  freights.  These  profits  average  $0.34  per  ton  in  a  total 
average  freight  charge  of  $0.74  per  ton.  The  net  cost  of  the  rail  freight 
averaged,  therefore,  only  $0.40  per  ton.  This  is  the  average  profit 
based  on  the  total  ore  shipments  of  the  Corporation  from  the  Lake 
region.  On  that  part  of  the  tonnage  hauled  by  the  railroads  of  the 
Steel  Corporation  the  average  was,  of  course,  much  higher  because 
out  of  the  total  tonnage  shipped  probably  not  more  than  three-fifths 
was  hauled  by  the  Steel  Corporation's  railroads.  On  its  own  ore, 
hauled  by  its  own  railroads,  the  Steel  Corporation's  railroad  profit 
was  probably  about  $0.45  per  ton.     (See  p.  97.) 
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Effective  November  30,  1911,  the  Steel  Corporation's  subsidiary 
railroads  in  the  Mesabi  and  Vermilion  districts  reduced  the  long  estab- 
lished rates  by  20  cents  per  gross  ton  on  the  ore  from  the  Mesabi 
Kange,  and  from  30  to  40  cents  per  gross  ton  on  the  ore  from  the 
Vermilion  Kange.  This,  of  course,  wiU  have  a  decided  effect  ia 
reducing  the  book  cost  of  ore  at  lower  Lake  ports,  but  has  no  effect 
on  the  integration  cost  computed  in  the  above  manner. 

The  average  profit  from  Lake  transportation  was  much  smaller, 
namely,  only  10.14  per  ton  in  an  average  cost  of  $0.75  per  ton.  The 
net  cost  for  Lake  freight,  therefore,  averaged  $0.61  per  ton.  If  the 
Steel  Corporation  had  carried  all  of  its  own  ore,  the  rate  of  profit  per 
ton  probably  would  have  averaged  considerably  higher.  The  pro- 
portion of  its  ore  shipments  by  boats  of  other  carriers  ia  1910  was  a 
little  over  one-third  of  its  total  shipments. 

The  average  cost  of  transporting  the  ore  from  the  mines  to  lower 
Lake  ports  was  thus  reduced  from  $1.49  per  ton  to  only  $1.01  per  ton. 
The  reaultuig  profit  of  $0.48  per  ton  constituted  the  entire  return 
from  this  part  of  the  ore  traffic  on  the  investment  in  the  railroads 
and  Lake  vessels,  which  traffic  was,  of  course,  the  chief  part  of  their 
transportation  business.  However,  this,  as  shown  elsewhere,  was  a 
very  large  and  indeed  unreasonable  profit.     (See  p.  72. ) 

No  other  -items  of  book  ore  cost  were  affected  by  intercompany 
profits  except  royalties.  The  intercompany  royalties  were,  however, 
too  small  to  affect  the  average  cost  as  stated  in  cents  per  ton.  In 
this  connection  it  may  be  noted  that  the  average  royalty  cost  shown 
in  the  table,  namely,  $0.34  per  ton,  was  high  on  account  of  the  pay- 
ment of  abnormally  large  royalties  on  the  ore  mined  under  the 
"Hfil"  lease.  Eliminating  both  the  production  and  royalty  from  that 
lease,  the  average  royalty  was  only  $0.28  per  ton.  Inasmuch  as 
this  lease  has  been  canceled  by  the  Steel  Corporation  (to  take  effect 
Jan.  1,  1915),  it  is  evident  that  these  abnormally  high  charges  are  not 
to  be  regarded  as  a  permanent  factor  in  the  Corporation's  ore  costs. 

The  company  or  book  cost  of  Lake  ore  at  lower  Lake  ports  was 
thus  reduced  from  an  average  of  $2.88  per  ton  to  only  $2.40  per  ton, 
this  being,  as  already  noted,  a  cost  which  does  not  include  any 
return  to  investment  in  the  agencies  of  ore  transportation,  in  so  far 
as  this  part  of  the  traffic  was  concerned. 

Comparison  of  costs  for  Mesabi  and  Vermilion  Ranges. — The 
preceding  table  shows  the  book  costs  less  transportation  profits  for  all 
the  production  of  Lake  ore  of  the  Steel  Corporation  in  1910.  Inas- 
much as  its  chief  ore  production  was  from  the  Mesabi  Range  (see  p. 
94),  while  its  railroads  operated  only  in  the  Mesabi  and  Vermilion 
Ranges,  the  costs  for  the  ore  of  the  Steel  Corporation  for  these  two 
ranges  are  shown  in  the  following  table  in  the  same  manner.  ^ 


1  For  the  other  ranges  practically  the  only  item  of  profit  to  be  deducted  is  that  from  Lake  freights,  which 
IS  the  same  for  the  Gogebic  as  for  the  Mesabi  and  Vermilion,  and  from  2  to  3  cents  lower  for  the  other 
two  ranges,  on  account  of  lower  Lake  freight  rates  from  those  ranges. 
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Table  26.— STEEL  CORPORATION'S  BOOK  COST  PER  GROSS  TON  OF  ORE  FROM  THE 
MESABI  AND  VERMILION  RANGES,  AT  LOWER  LAKE  PORTS,  AS  SHOWN  BY  PRO- 
DUCING SDBCOMPANIES'  COST  SHEETS,  APPROXIMATE  INTERCOMPANY  PROFITS 
INCLUDED  THEREIN,  AND  NET  INTEGRATION  COST,  AS  SHOWN  BY  THE  RECORDS 
OF  THE  CORPORATION,  FOR  1910. 


Mesabi  Range 
(17,876,059  tons). 

Vermilion  Range 
(1,338,110  tons). 

Items. 

Com- 
pany or 
book 
cost. 

Inter- 
company 

profit 
(approx- 
imate). 

Integration 
cost  (exclusive 
of  any  return 
to  investment 
on  any  anterior 
stage  of  produc- 
tion or  trans- 
portation). 

Com- 
pany or 
book 
cost. 

Inter- 
company 

profit 
(approx- 
imate). 

Integration 
cost  (exclusive 
of  any  return 
to  investment 
on  any  anterior 
stage  of  produc- 
tion or  trans- 
portation). 

$0.21 
.60 
.34 

$0.21 
.60 
.34 

$0.57 
.49 
.39 

$0.67 
49 

Other  operating 

.39 

1.06 
.80 
.76 

1.05 
.41 
.62 

1.45 
.99 
.76 

1.45 

Rail  freight 

$0.39 
.14 

$0.52 
.14 

Lake  freight... 

02 

Total  lower  Lake  porta. . 
General  charges .'. 

2.61 
.18 

.53 

2.08 
.18 

3.20 

.17 

.66 

2.54 
.17 

Total 

2.79 

.53 

2.26 

3.37 

.66 

2.71 

This  table  is  of  particular  interest  as  showing  the  situation  with 
respect  to  the  cost  of  production  on  the  chief  range  of  the  Lake 
Superior  district  (the  Mesabi),  which  is  particularly  low,  and  also 
because  the  profits  earned  from  transportation  by  the  Steel  Corpo- 
ration are  more  clearly  brought  out  by  taking  the  particular  ranges 
in  which  their  railroads  operate.  Of  the  Corporation's  ore  produc- 
tion in  1910,  77.7  per  cent  was  from  the  Mesabi  Eange. 

The  low  costs  of  the  Mesabi  Eange  are  due  chiefly  to  the  low  mine 
costs,  its  total  transportation  charges  being  a  little  over  the  average. 
(See  also  p.  16.)  The  mine  cost  for  the  Mesabi  Eange  was  $1.05 
per  ton  in  1910,  of  which  only  $0.21  was  for  direct  mining  labor.  The 
Vermilion  Eange,  on  the  other  hand,  showed  an  average  mine  cost  of 
$1.45  per  ton,  which  included  a  direct  labor  cost  of  $0.57  per  ton.  Its 
freight  charges  were  even  higher  than  for  the  Mesabi  Eange,  and  its 
total  book  cost  the  highest  for  any  range. 

The  items  of  profit  included  in  these  book  costs  for  the  Mesabi  and 
Vermilion  Eanges  (except  insignificant  items  of  intercompany  roy- 
alty) were  entirely  for  rail  and  Lake  freight.  The  average  rail  freight 
for  the  Mesabi  Eange  was  $0.80  per  ton,  and  the  average  freight  profit 
on  the  total  shipments  $0.39.  This  average  freight  profit  is,  of  course, 
considerably  lower  than  it  would  be  if  all  the  ore  went  over  the  lines 
of  the  Steel  Corporation.  A  considerable  portion  is  hauled  by  the 
Great  Northern.    If  the  profit  earned  by  the  Steel  Corporation's 
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railroads  were  averaged  over  the  ore  carried  by  those  roads  only, 
the  average  profit  would  be  approximately  $0.45  per  ton  instead  of 
$0.39  per  ton.  However,  this  average  transportation  profit  of  $0.39 
per  ton  for  the  ore  shipped  from  the  Mesabi  Range  had  the  effect  of 
reducing  its  net  rail  freight  cost  from  $0.80  to  $0.41  per  ton. 

The  rail  freight  from  the  VermiMon  Range  averaged  $0.99  per  ton, 
and  the  average  transportation  profit  was  $0.52  per  ton.  The  ore 
shipped  from  this  range  was  handled  by  the  Steel  Corporation's  railroad 
(Duluth  &  Iron  Range)  exclusively.  Deducting  the  average  profit 
from  the  average  freight  charge  gives  a  net  cost  for  rail  freight  of  $0.47 
per  ton  for  the  ore  from  the  Vermilion  Range. 

Both  the  Mesabi  and  Vermihon  Ranges  ship  their  ore  to  ports  at  the 
head  of  Lake  Superior,  which  aU  have  the  same  rate  to  lower  Lake 
ports.  Consequently,  their  Lake  freight  charges  average  the  same 
($0.76  per  ton),  and  also  the  profits  from  Lake  transportation  ($0.14 
per  ton) .  The  net  cost  of  Lake  freight  for  the  ore  of  these  two  ranges, 
therefore,  was  identical,  namely,  $0.62  per  ton. 

Deducting  the  items  of  transportation  profit  from  the  book  cost 
at  lower  Lake  ports  for  Mesabi  ore  ($2.79)  gives  the  net  cost  of  only 
$2.26  per  ton,  which  is  the  lowest  net  cost  for  any  of  the  ranges. 

Deducting  in  like  manner  the  items  of  transportation  profit  from 
the  book  cost  at  lower  Lake  ports  for  Vermilion  ore  ($3.37)  gives  a  net 
cost  of  $2.71  per  ton,  which  is  the  next  lowest  net  cost  for  any  of  the 
ranges. 

As  repeatedly  stated  above,  it  should  be  remembered  that  these 
integrated  costs,  to  the  extent  that  they  take  out  all  transportation 
profit,  include  no  return  to  the  investment  in  these  transportation 
agencies  in  so  far  as  they  are  used  for  this  part  of  the  ore  traffic. 

Section  4.  Steel  Corporation's  costs  of  coke  for  1910. 

The  great  bulk  of  the  coke  of  the  Steel  Corporation  is  produced  in 
the  ConneUsviUe  district  ia  beehive  ovens,  but  there  are  two  important 
subcompanies  which  make  by-product  coke.  It  is  only  in  the  case  of 
the  by-product  coke  costs  that  intermediate  profits  appear. 

Beehive  ooke. — ^The  beehive  coke  of  the  Steel  Corporation  ia 
1910  was  produced  by  three  companies,  two  in  the  ConneUsviUe  dis- 
trict, namely,  the  H.  C.  Frick  Coke  Co.,  and  the  Hostetter  ConneUs- 
viUe Coke  Co.,  and  one  in  the  Pocahontas  district,  the  United  States 
Coal  &  Coke  Co.  Although  the  method  of  cost  keeping  practiced  by 
these  companies  did  not  involve  the  inclusion  of  any  integration 
profits,  their  costs  are  of  importance,  and  are  summarized  in  the 
foUowing  table. 
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Table  27.— STEEL  CORPORATION'S  AVERAGE  COST  PER  NET  TON  OF  BEEHIVE  COKE 
IN  THE  CONNELLSVILLE  AND  POCAHONTAS  DISTRICTS,  AS  SHOWN  BY  PRODUC- 
ING COMPANIES'  COST  SHEETS  (WHICH  DO  NOT  INCLUDE  ANY  INTERCOMPANY 
PROFIT),  FOR  1910. 


Connellsville 

district: 

H.  C.  Friok 

Pocahontas 

Coke  Co.  and 

district:  U.S. 

Items. 

Hostetter 

Coal  &  Coke 

Connellsville 

Co.  (633,680 

Coliie  Co. 

tons). 

(10,241,971 

tons). 

Labor 

$1.07 

SI.  06 

Other  operating  ....                                                                 

1.28 

'.40 

.19 

.19 

Total 

1.64 

1.65 

1  Includes  credits  $0.07. 


2  Includes  credits  $0.C 


The  production  of  the  Frick  company  was  so  large  in  comparison 
with  the  other  two  that  an  average  of  the  total  production  is  very 
nearly  the  same  as  the  costs  for  the  Frick  company.  The  cost  of 
labor  ($1.07),  which  includes  the  cost  of  labor  in  mining  the  coal 
used,  was  by  far  the  most  important  item  of  coke  cost.  The  "other 
operating  "  costs  include  a  great  variety  of  mining  and  coking  expense, 
besides  certain  credits  to  cost,  the  most  important  class  of  which  is 
the  rents  from  dwelHngs.  The  Connellsville  coking  coal  is  chiefly 
owned  in  fee,  so  that  most  of  the  item  "depreciation  and  royalty" 
for  that  district  is  for  extinguishment  of  the  coal.  In  the  Pocahontas 
district,  however,  royalty  constitutes  the  main  part  of  this  item.  The 
total  book  cost  of  coke  per  net  ton  was  $1.54  for  the  Connellsville  dis- 
trict and  $1.65  for  the  Pocahontas  district.  These  costs,  as  already 
stated,  are  also  net  costs,  because  no  intercompany  profits  were  in- 
cluded therein. 

By-product  coke. — A  comparatively  small  tonnage  of  the  coke 
produced  by  the  Steel  Corporation  is  made  in  by-product  ovens,  these 
coke  plants  being  located  at  certain  steel  works. 


100 


THE   STEEL  INDUSTRY. 


The  following  table  shows  the  production  of  by-product  coke  at 
two  important  works  in  1910,  which  comprises  all  directly  produced 
by  the  Steel  Corporation  in  that  year: 

TABLE  28.— STEEL  CORPORATION'S  BOOK  COST  OF  BY-PRODUCT  COKE  PER  NET 
TON  AT  TWO  WORKS,  AS  SHOWN  BY  PRODUCING  SUBCOMPANIES'  COST 
SHEETS,  APPROXIMATE  INTERCOMPANY  PROPITS  INCLUDED  THEREIN,  AND 
NET  INTEGRATION  COST,  AS  SHOWN  BY  THE  RECORDS  OF  THE  CORPORATION, 
FOR  1910. 

[1,474,447  tons.] 


Items. 


Com- 
pany or 
book  cost. 


Inter- 
company 

profit 
(approx- 
imate). 


Integration 
cost  (exclusive 
of  any  return 
to  investment 
on  any  anterior 
stage  of  produc- 
tion or  trans- 
portation). 


Coal,  including  freight 

Producing  labor 

Other  operating,  less  "breeze' 
Rebuilding  fund 

Cost  at  ovens 

Net  credit  for  by-products  . . 

Net  cost 


S3. 68 
.25 
.29 
.05 


$0.34 


(') 


S3. 34 
.25 
.29 
.05 


4.27 
.58 


.34 


.58 
3.35 


1  $0,001  only. 


The  book  cost  of  by-product  coke  in  1910  at  these  two  important 
works,  after  deducting  the  credits  for  "breeze"  (fine  coke  not  suit- 
able, for  furnaces)  and  for  the  sale  of  by-products,  was  $3.69  per 
net  ton.  This  cost  depends  chiefly  on  the  cost  of  coal,  which  in- 
cludes, of  course,  a  considerable  freight  expense  for  bringing  it  to 
the  coke  plant.  This  item  of  cost  for  coal  was  $3.68  per  net  ton 
of  coke  produced  as  against  a  total  book  cost  of  $3.69  for  coke 
produced.  The  labor  and  other  operating  costs  include  only  those 
at  coke  ovens,  as  the  labor  and  other  operating  costs  at  the  acces- 
sory by-product  recovery  plant  are  kept  separate  and  deducted  from 
the  gross  value  of  the  by-products.  The  rebuilding  fund  relates  to 
the  coke  ovens  and  is  substantially  a  depreciation  allowance. 

The  gross  book  cost  of  the  coke  was  $4.27  per  net  ton.  Against 
this  gross  cost  the  net  profit  from  by-products  is  customarily  credited, 
which  amounted  to  $0.58  per  ton  of  coke.  The  deduction  of  these 
credits  leaves  a  net  cost  of  $3.69  per  net  ton  of  coke,  as  stated  above. 

In  these  book  costs  as  shown  above  there  is  an  item  of  inter- 
company profit  included  in  the  price  of  the  coal  used  which  accrued 
to  subsidiary  coal  companies  of  the  Steel  Corporation.  This  inter- 
company profit  averaged  $0.34  per  net  ton  of  coke  produced. 

Deducting  this  item  of  intercompany  profit  from  the  cost  of  the 
coal  used  reduces  the  coal  cost  from  $3.68  per  net  ton  of  coke  to  $3.34. 
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As  this  is  the  only  item  of  intercompany  profit  affecting  the  book 
cost  of  coke  at  these  works,  the  gross  cost  of  coke,  at  ovens,  and 
the  net  cost  are  reduced  in  exactly  the  same  measure  as  the  cost 
of  the  coal  used.  The  final  effect  of  the  elimination  of  this  profit  is 
seen,  of  course,  in  the  net  cost  of  coke,  wMch  was  reduced  from  $3.69 
to  $3.35  per  net  ton. 

These  costs  represent,  therefore,  the  net  or  integration  costs  of 
this  by-product  coke,  without  including  any  return  to  the  capital 
invested  in  the  coal  mines  supplying  the  coal,  in  so  far  as  this  part 
of  their  coal  business  is  concerned. 

Section  5.  Steel  Corporation's  integration  costs  of  pig  iron  in  1910. 

The  pig  iron  produced  by  the  Steel  Corporation  ta  1910  was  of 
three  principal  kinds,  namely,  (1)  Bessemer  (produced  only  at 
northern  furnaces),  (2)  Northern  basic,  used  for  steel  maldng  in 
open-hearth  works,  and  (3)  Southern,  used  partly  for  foundry  pur- 
poses and  partly  for  making  open-hearth  steel. 

For  these  three  kinds  of  pig  iron,  which  include  aU  the  grades 
important  for  steel  manufacture  in  1910,  the  Steel  Corporation's 
production  was  52.5  per  cent  of  the  total.  Its  proportion  was  highest 
with  respect  to  Bessemer  pig  iron,  namely,  57.1  per  cent,  and  lowest 
with  respect  to  Southern  pig  iron,  namely,  25  per  cent.' 

Bessemer  pig  iRON.-p-Bessemer  pig  iron  was  the  chief  kind  of  pig 
iron  produced  in  the  United  States  in  1910,  and  also  the  chief  kind 
produced  by  the  Steel  Corporation.  As  it  is  the  basis  for  the 
cheapest  process  of  steel  making  (Bessemer),  its  cost  of  production 
is  a  matter  of  great  interest.  Inasmuch  as  the  ore  and  other 
metallic  materials,  however,  are  charged  in  the  furnace  at  market 
prices,  which  considerably  exceed  the  actual  cost  delivered  at  the  fur- 
nace, it  is  obvious  that  there  is  no  meaiis  of  forming  a  definite  idea 
from  an  ordinary  company  cost  sheet  of  the  real  cost  of  making 
such  pig  iron.     This  is  a  matter  of  special  importance  in  the  case  of 

1  The  total  production  of  the  Steel  Corporation  for  these  three  kinds  of  pig  iron  is  compared  with  the  total 
production  of  the  same  kinds  of  pig  iron  in  the  United  States  for  the  year  1910,  in  the  following  table: 

COMPARISON  OF  STEEL  CORPORATION'S  PRODUCTION  OF  BESSEMER.  NORTHERN 
BASIC,  AND  SOUTHERN  PIG  IRON.  WITH  THE  TOTAL  PRODUCTION  OF  THE  SAME 
GRADES  IN  THE  UNITED  STATES  FOR  1910. 


Kinds  of  pig  iron. 

Total. 

Steel  Corpo- 
ration. 

Per  cent  of 
total. 

Bessemer 

Gross  tons. 

a  10,977.06f 

6  8,387,231 

c2,33fi,71tj 

Oross  torn. 

6,269,634 

4,543,177 

685,273 

57.1 

54.2 

Southern  

25.0 

Total 

21,701,012 

11,397,984 

62.6 

a  Bessemer  and  low  phosphorus.   SMineralfuelCi.e.jOtherthancharcoal).    c  Tennessee  and  Alabama  only. 
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Bessemer  pig  iron,  because  the  Bessemer  ores  which  are  used  are 
those  which  command  the  highest  prices  (other  conditions,  such  as 
iron  content  and  physical  structure,  being  similar). 

The  following  summary  table  shows  simply  the  average  furnace 
cost  (see  p.  10)  for  all  the  Bessemer  pig  iron  (Northern  furnaces) 
produced  by  the  Steel  Corporation,  as  shown  by  the  producing  com- 
panies' books,  the  approximate  intercompany  profits  included  in  the 
several  items  of  cost,  and  the  net  statistical  or  integration  cost  for 
1910,  as  shown  by  the  records  of  the  Steel  Corporation: 

Table  29.— STEEL  CORPOBATION'S  FURNACE  COST  PER  GROSS  TON  OF  BESSEMER  PIG 
IRON,  AS  SHOWN  BY  PRODUCING  SUBCOMPANIES'  COST  SHEETS,  APPROXIMATE 
INTERCOMPANY  PROFITS  INCLUDED  THEREIN,  AND  INTEGRATION  FURNACE 
COST,  AS  SHOWN  BY  THE  RECORDS  OF  THE  CORPORATION,  FOR  1910. 

[6,269,534  tons.] 


Items. 

Company  or 
book  cost. 

Intercom- 
pany profit 
(approxi- 
mate). 

Integration 
cost  (exclusive 
of  any  return 
to  investment 
on  any  anterior 
stage  of  produc- 
tion or  trans- 
portation). 

88.63 

3.79 

.42 

.65 

>.50 

J3.68 
.49 
.01 

14.95 
3.30 

41 

Coke 

Limestone 

(') 

.50 

13.89 

4.18 

1  The  amount  of  this  item  was  $0.69  before  deducting  credit  for  furnace  gas  used  in  other  departments, 
namely,  80.19. 

"  Intercompany  profits  80.002  and  losses  80.002. 

2  This  does  not  include  any  allowance  for  "  additional  costs,"  shown  on  the  profit  and  loss  account. 
(See  pp.  10  and  24.) 

The  furnace  cost  of  Bessemer  pig  iron,  therefore,  as  shown  by 
the  cost  sheets  of  the  manufacturing  companies  of  the  Steel  Corpora- 
tion, averaged  $13.89  for  the  year  1910.  An  interesting  feature  in  this 
furnace  cost  is  a  credit  item  of  $0.19  per  ton  for  gas  furnished 
by  the  blast  furnaces  to  other  departments  of  the  plant  where 
the  furnaces  were  located.  This,  of  course,  reduced  the  "other 
operating"  costs  from  $0.69  to  $0.50  per  ton,  as  shown  in  the  table. 
This  book  cost  of  $13.89  includes,  as  shown  in  the  second  column  of 
the  table,  certain  intercompany  profits,  as  already  explained  above 
(see  p.  91),  which  went  to  the  subsidiary  mining  companies  and  rail- 
road, vessel,  and  coal  and  coke  producing  companies  which  supplied 
the  raw  materials.  The  amounts  of  profit  corresponding  to  this 
intercompany  profit  per  ton  constituted,  so  far  as  the  quantities  of 
material  used  in  maldng  this  pig  iron  were  concerned,  the  entire  net 
remuneration  to  the  investment  in  such  anterior  stages  of  production 
and  transportation. 
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It  will  be  noted  that  the  greater  part  of  the  total  intercompany 
profit  ($4.18  per  ton)  was  included  in  the  cost  of  the  ore  entering 
into  the  net  metallic  mixture,  namely,  $3.68  per  ton.  While  the 
profit  included  ia  the  cost  of  ore  used  would  be  consid^able  for 
any  manufacturing  company  which  produced  its  own  ore  and  en- 
tered it  on  the  cost  sheets  at  market  prices,  in  the  case  of  the  Steel 
Corporation  it  is  greatly  enhanced  by  the  fact  that  the  antecedent 
operations  and  investment  of  the  Steel  Corporation  are  more  diver- 
sified than  those  of  any  other  company.  On  this  account,  therefore, 
the  deduction  of  the  intercompany  profit  for  the  Steel  Corporation 
results  in  a  much  lower  statistical  or  integration  cost  than  would  be 
found  in  any  other  case.  But,  on  the  other  hand,  this  lower  cost 
corresponds  to  a  much  greater  investment. 

This  item  of  $3.68  intercompany  profit  in  the  net  metaUic  mixture 
is  substantially  the  profit  on  the  ore  used  and  corresponds  to  a  profit 
of  $2.  08  per  ton  of  ore  in  the  average  price  of  the  ore  at  the  furnace 
($4.81).  This  multiphcation  of  the  ore  profit  is  due,  of  course,  to  the 
fact  that  about  1.8  tons  of  ore  were  required  to  produce  a  ton  of 
pig  iron. 

The  item  of  intercompany  profit  shown  against  the  cost  of  coke  per 
ton  of  Bessemer  pig  iron,  namely,  $0.49  per  ton,  is  similar  in  general 
character,  of  coiu-se,  to  that  for  the  net  metalhc  mixture  already 
discussed,  but  relates  almost  entirely  to  coke  transfer  profits.  The 
amount  of  profit  corresponding  to  this  per-ton  profit  represents, 
so  far  as  the  particular  quantity  of  coke  here  considered  is  con- 
cerned, the  total  remuneration  to  the  investment  in  the  anterior 
processes  of  mining  coal  and  making  coke.  Figured  on  the  coke 
used,  this  profit  item  of  $0.49  per  ton  of  pig  iron  corresponds  to  a 
profit  of  $0.44  per  net  ton  of  coke. 

The  only  other  item  of  intercompany  profit  large  enough  to  appear 
in  the  table  was  $0.01  per  ton  on  the  limestone  used,  and  requires  no 
especial  comment. 

Deducting  these  items  of  intercompany  profit  from  the  respective 
items  of  cost  gives  the  integration  or  statistical  furnace  costs  of  pro- 
duction of  pig  iron. 

The  item  of  net  metaUic  mixture  is  thereby  reduced  from  $8.63  per 
ton  of  pig  iron  to  $4.95  per  ton.  The  item  of  coke  is  reduced  from 
$3.79  per  ton  to  $3.30  per  ton,  and  the  cost  of  limestone  by  1  cent. 
There  are  no  other  changes  in  the  items  of  furnace  cost  as  shown  by 
the  cost  sheets  combined.  The  total  reduction  in  the  furnace  cost 
is  from  $13.89,  as  shown  by  the  producing  companies'  cost  sheets, 
to  an  integration  cost  of  $9.71  per  ton.  This  constituted  the  furnace 
cost  of  the  Bessemer  pig  iron  produced  by  the  Steel  Corporation, 
without  any  return  to  the  investment  in  mining  and  transporting 
the  ore  or  mining  the  coal  and  making  the  coke  from  it. 
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It  should  be  clearly  understood  that  this  average  furnace  cost  of 
Bessemer  pig  iron,  as  shown  by  the  cost  sheets  of  the  Steel  Corporation, 
does  not  include  any  "additional  costs,"  such  as  were  presented  in 
Chapters  III  and  V  of  this  report.  It  was  pointed  out  (pp.  10  and  67) 
that  these  additional  costs,  while  based  on  real  expenses  and  real 
charges  to  depreciation,  were  allotted  by  a  somewhat  arbitrary  rule. 
The  Bureau  did  not  attempt  to  make  a  special  ascertainment  of  these 
items  of  additional  cost  in  this  case.  The  items  shown  for  the 
group  of  large  companies  in  Table  10,  namely,  $0.82  per  ton  of 
Bessemer  pig  iron,  might  be  used  in  the  present  case.  If  this  were 
added  to  the  furnace  cost  as  shown  above,  it  would  give  a  total 
book  cost  of  $14.71  per  ton,  and  a  total  integration  cost  of  $10.53 
per  ton.  If  instead  of  this  additional  cost  an  assumed  normal  charge 
of  $0.50  per  ton  were  added,  the  total  book  cost  would  be  $14.39  and 
the  total  integration  cost  $10.21  per  ton. 

Basic  pig  iron  (Noetheen). — Although  in  1910  the  Steel  Cor- 
portation  made  much  more  basic  steel  than  Bessemer  steel,  its  pro- 
duction of  Northern  basic  pig  iron  was  much  less  than  of  Bessemer 
pig  iron,  because  in  making  basic  steel  a  large  part  of  the  metal  used 
consisted  of  scrap  iron  and  steel.  (See  p.  28.)  While  the  antecedent 
transfer  profits  for  the  ore  used  in  making  basic  pig  iron  are  con- 
siderably lower  than  those  for  making  Bessemer,  yet,  taking  iato 
account  also  the  antecedent  transportation  profits  on  ore  and  the 
transfer  profits  on  coke,  the  total  integration  profits  included  in  the 
company  cost  sheets  are  about  three-quarters  as  large  as  for  Bessemer 
pig  iron. 

The  following  summary  table  shows  the  average  furnace  cost  for 
all  the  basic  pig  iron  (Northern  furnaces)  produced  by  the  Steel 
Corporation,  as  shown  by  the  producing  companies'  books,  the 
approximate  intercompany  profits  included  in  the  several  items  of 
cost,  and  the  net  statistical  or  integration  furnace  cost  for  1910,  as 
shown  by  the  records  of  the  Steel  Corporation. 
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Table  30.— STEEL  CORPORATION'S  FURNACE  COST  PER  GROSS  TON  OF  BASIC  PIG 
IRON  (NORTHERN  FURNACES),  AS  SHOWN  BY  THE  PRODUCING  SUBCOMPANIES' 
COST  SHEETS,  APPROXIMATE  INTERCOMPANY  PROFITS  INCLUDED  THEREIN, 
AND  INTEGRATION  FURNACE  COST,  AS  SHOWN  BY  THE  RECORDS  OF  THE  COR- 
PORATION, FOR  1910. 

[4,543,177  tons.) 


Items. 

Company  or 
book  cost. 

Intercom- 
pany profit 
(approxi- 
mate). 

Integration 
cost  (exclusive 
of  any  return 
to  investment 
on  any  anterior 
stage  of  produc- 
tion or  trans- 
portation). 

Net  metallic  mixture 

$7.88 

3.81 

.49 

.56 

1.46 

$2.60 
.60 
.01 

$5  28 

Coke 

T.imp.<it/)np 

48 

Labor 

56 

Other  operating . . 

m 

46 

Furnace  cost  8. . 

13.20 

3.11 

10  09 

1  The  amount  of  tliis  item  "was  $0.67  before  deducting  credit  for  furnace  gas  used  in  other  departments, 
namely,  $0.21. 

'  Intercompany  profits  $0,003  and  losses  $0,001. 

»  This  does  not  include  any  allowance  for  "  additional  cosis  "  shown  on  profit  and  loss  accounts.  (See 
pp.  10  and  29.) 

The  furnace  cost  of  basic  pig  iron,  as  shown  by  the  cost  sheets  of 
the  manufacturing  companies  of  the  Steel  Corporation,  averaged 
$13.20  per  ton  for  the  year  1910.  The  other  operating  costs  included 
a  credit  item  of  $0.21  per  ton  for  gas  furnished  by  the  blast  furnaces 
to  other  departments  of  the  plant  where  the  furnaces  were  located. 
This,  of  course,  reduced  the  other  operating  costs  from  $0.67  to  $0.46 
per  ton,  as  shown  in  the  table. 

This  cost  iacludes,  as  shown  ia  the  second  column  of  the  table, 
certain  items  of  intercompany  profits  (similar  to  those  for  Bessemer 
pig  iron)  which  went  to  the  subsidiary  mining,  coal  and  coke,  railroad, 
and  vessel  companies.  The  amounts  of  profit  corresponding  to  these 
profits  per  ton  constituted,  so  far  as  the  quantities  of  material  used  in 
making  this  pig  iron  are  concerned,  the  entire  net  remuneration  to 
the  investment  in  such  anterior  stages  of  production  and  transpor- 
tation. 

As  ia  the  case  of  Bessemer  pig  iron,  the  largest  item  of  intercompany 
profit  shown  is  against  the  cost  of  the  net  metallic  mixture,  namely, 
$2.60  per  ton.  Whde  for  this  item  there  might  be  a  considerable  profit 
for  any  concern  which  combined  the  mining  of  Lake  ore  with  the  man- 
ufacture of  pig  iron  and  entered  the  ore  on  its  cost  sheets  at  market 
prices,  in  the  case  of  the  Steel  Corporation  it  is  unusually  large,  on 
account  of  the  fact  that  this  concern  has  much  more  diversified  opera- 
tions and  investments  in  the  anterior  stages  of  production  and  trans- 
portation. On  this  account  the  deduction  of  the  intercompany 
profits  of  the  Steel  Corporation  results  in  a  much  lower  integration 


106  THE   STEEL  INDIJSTBY. 

cost  than  would  be  found  in  the  case  of  any  other  maker  of  pig  iron 
whose  costs  were  shown  in  the  same  manner.  While  the  Steel  Cor- 
poration's net  costs  are  therefore  very  low,  it  must  be  constantly  kept 
in  mind  that  it  has  a  much  larger  investment,  against  which  it  must 
set  the  greater  margin  of  profit  which  obtains  between  its  net  cost 
and  the  price  of  pig  iron. 

This  item  of  $2.60  per  ton  of  intercompany  profit  in  net  metallic 
mixture  is  practically  all  for  ore,  as  in  the  case  of  Bessemer  pig  iron, 
and  corresponds  to  a  profit  of  $1 .34  per  ton  of  ore  in  the  average  fur- 
nace price  of  $3.98. 

The  item  of  intercompany  profit  set  against  the  coke  cost  for  basic 
pig  iron  is  $0.50  per  ton.  It  relates  almost  entirely  to  the  transfer 
profits  from  coke  used,  and,  of  course,  so  far  as  it  is  taken  out  of  the 
cost  of  coke  used  in  making  pig  iron,  it  deprives  the  anterior  proc- 
esses of  mining  and  producing  the  coke  and  coal  of  any  remuneration 
on  such  investment.  Figured  on  the  coke  used,  this  profit  item  of 
10.50  per  ton  of  pig  iron  corresponds  to  a  profit  of  $0.43  per  net 
ton  of  coke. 

An  iatercompany  profit  of  $0.01  for  the  cost  of  limestone  was  the 
only  other  item  which  was  of  sufiicient  amount  to  affect  the  state- 
ment of  integration  cost. 

Subtractiag  these  items  of  iatercompany  profit  from  the  respective 
items  of  cost  gives  the  iategration  or  statistical  furnace  cost. 

The  cost  of  the  net  metallic  mixture  is  thereby  reduced  from  $7.88 
to  $5.28  per  ton,  and  the  cost  of  coke  from  $3.81  to  $3.31  per  ton  of 
pig  iron.  A  similar  reduction  of  1  cent  appears  for  the  cost  of  lime- 
stone. The  total  reduction  ia  the  furnace  cost,  as  shown  on  the  cost 
sheets,  was  from  $13.20  to  $10.09  per  ton,  the  latter  being  the 
integration  or  statistical  cost  for  this  basic  pig  iron. 

The  integration  cost  of  basic  pig  iron  produced  by  the  Steel  Cor- 
poration, inasmuch  as  it  contains  no  intercompany  profit,  does  not 
include  any  return  to  the  anterior  processes  of  production,  namely, 
ore  and  coal  mining,  coke  maldng,  and  ore  transportation. 

It  has  already  been  explained  above  (seep.  104),  in  connection  with 
Bessemer  pig  iron,  that  the  Bureau  did  not  attempt  to  ascertain  the 
exact  additional  costs  which  appear  on  the  profit  and  loss  accoxmts, 
which  should  be  added  to  these  costs  to  give  the  total  cost.  Probably 
the  item  shown  for  large  companies  in  Table  11,  namely,  $0.54  per 
ton  of  basic  pig  iron,  would  be  near  enough  to  the  facts  for  present  pur- 
poses according  to  that  method  of  allocating  such  costs.  If  this  were 
added  to  the  furnace  cost  as  shown  in  the  foregoing  table,  it  would 
give  a  total  book  cost  of  $13.74  per  ton,  and  a  net  total  integration 
cost  of  $10.63  per  ton.  If  in  place  of  this  additional  cost  an  assumed 
"normal  charge  of  $0.50  per  ton  were  added,  the  total  book  cost  would 
be  $13.70  and  the  total  integration  cost  $10.59  per  ton. 


COST   OF   PKODTJCTION PRELIMINARY  REPORT.  107 

Southern  pig  iron. — In  the  Birmingham  district  the  technical 
conditions  of  producing  pig  iron  are  such  that  ordinarily  one  com- 
pany operates  directly  all  departments  of  the  business  from  the  min- 
ing of  ore  and  coal  to  the  production  of  coke,  pig  iron,  steel,  and 
various  steel  products.  The  only  exception  for  the  Steel  Corporation 
is  a  small  local  railroad,  the  Birmingham  Southern,  which  showed 
practically  no  profit  from  the  transportation  of  materials  in  1910. 
In  consequence  of  this  company  organization  there  was  naturally 
little  occasion  to  transfer  raw  materials  or  other  products  from  one 
department  of  the  business  to  another  at  a  profit  above  the  direct 
cost  of  production.  For  these  reasons  the  costs  of  the  Steel  Corpora- 
tion for  Southern  pig  iron  do  not  contaia  any  intercompany  profits 
of  importance.  The  following  combined  cost  sheet  for  the  Southern 
pig  iron  of  the  Steel  Corporation  in  1910  is  at  the  same  time,  there- 
fore, a  company  cost  sheet  and  an  integration  cost  sheet. 

TABLE  31.— STEEL  CORPORATION'S  FURNACE  COST  PER  GROSS  TON  OF  SOUTHERN 
PIG  IRON,  AS  SHOWN  BY  THE  PRODUCING  COMPANY'S  COST  SHEETS,  WHICH  COST 
DOES  NOT  INCLUDE  INTERCOMPANY  PROFITS,  FOR  1910.  • 

[585,273  tons.] 

Cost  per  ton 
of  product. 

Net  metallic  mixture $2. 88 

Coke '. 3.80 

Limestone 19 

Labor 75 

Other  operating! 95 

Furnace  cost ' 8. 67 

This  is  a  strikingly  low  average  cost.  Compared  with  the  average 
costs  of  Southern  pig  iron  shown  on  page  2 1  (which,  however,  included 
some  trifling  items  of  intercompany  profit),  it  gives  evidence  of 
marked  superiority  in  furnace  practice,  the  use  of  labor-saving 
devices,  and  utilization  of  by-products.  The  items  most  greatly 
reduced  are  coke,  labor,  and  "other  operating"  costs.  The  better 
showing  with  respect  to  other  operating  costs  is  explained  chiefly  by 
the  fact  that  a  more  efficient  system  of  utilizing  gas  from  the  furnace 
resulted  in  an  average  credit  to  cost  of  pig  iron  of  $0.15  per  ton. 

In  the  preceding  table  of  furnace  cost  no  account  is  taken,  of  course, 
of  the  "additional  costs"  (from  the  profit  and  loss  statements  of  the 
producing  company).  It  would  scarcely  be  proper  to  take  those 
shown  on  page  21  for  all  Southern  furnaces  for  1902  to  1906  as 
typical,  because  the  Steel  Corporation  has,  and  all  companies  which 
keep  careful  accounts  have,  much  heavier  charges  generally  on  this 
account  than  there  shown.  While  the  additional  costs  for  the  large 
companies  for  Bessemer  and  basic  pig  iron  from  1902  to  1906  were 

1  Tlic  amount  of  this  item  was  $1.10  before  deducting  credit  for  furnace  gas  used  in  other  departments, 
namely,  $0.15. 

2  This  does  not  include  any  allowance  for  additional  costs  shown  on  the  profit  and  loss  accounts.    (See 
p.  10.) 


108 


THE    STEEL  INDUSTRY. 


very  nearly  the  average  for  the  Steel  Corporation,  that  concern  was 
not  represented  in  the  Southern  iron  industry  at  that  time.  Owing 
to  the  Corporation's  policy  of  making  substantial  provisions  of  this 
sort,  the  additional  costs  from  1902  to  1906  for  the  Southern  district 
would  undoubtedly  have  averaged  much  higher  if  it  had  been  then, 
as  it  is  now,  the  principal  producer  in  that  district.  A  fair  allowance 
for  these  additional  charges  for  general  expense  and  general  depreci- 
ation is  $0.50  per  ton,  which  would  make  the  total  cost  of  Southern 
kon  $9.07. 

Comparison  of  net  costs  of  pig  iron. — For  convenience  in  com- 
parison, the  net  or  integration  furnace  costs  (i.  e.,  exclusive  of  inter- 
mediate profits  on  transfer  and  transportation)  of  the  Steel  Corpora- 
tion fOT  Bessemer,  Northern  basic,  and  Southern  pig  iron,  for  the 
year  1910  are  shown  in  the  followiag  table: 

TABLE  32.— COMPARISON  OP  STEEL  CORPORATION'S  INTEGRATION  FURNACE  COST 
PER  GROSS  TON  FOR  BESSEMER,  NORTHERN  BASIC,  AND  SOUTHERN  PIG  IRON, 
AS  SHOWN  BY  THE  RECORDS  OF  THE  CORPORATION,  FOR  1910. 


Items  of  cost. 

Integration  cost  (exclusive  of 
any  return  to  investment  on 
any  anterior  stage  of  produc- 
tion or  transportation). 

Book  cost 
(which  does  not 
include  any  in- 
termediate 
profit). 

Bessemer 
(6,269,534  tons). 

Northern  basic 
(4,543,177  tons). 

Southern 
(585,273  tons). 

$4.95 

3.30 

.41 

.55 

.60 

$5.28 

3.31 

.48 

.56 

.46 

J2.88 

Coke 

3.80 

Limestone....                

.19 

Labor                                                                        . .  . 

.75 

.95 

Furnace  cost ' . .                         

9.71 

10.09 

!'..57 

'  This  does  not  include  any  allowance  for  additional  costs  shown  on  the  profit  and  loss  accounts. 
p.  10.) 


(See 


The  marked  advantage  of  the  Southern  pig  iron  costs,  even  on  a 
net  basis,  is  evident  from  the  foregoing  table.  The  furnace  cost  of 
Southern  pig  iron  was  only  $8.57  per  ton,  as  against  $9.71  for  Bes- 
semer and  $10.09  for  Northern  basic;  the  differences  were  $1.14  and 
$1.52,  respectively.  Of  course,  from  the  point  of  view  of  quahty  the 
Southern  ore  should  be  compared  with  Northern  basic  and  not  with 
Bessemer.  On  the  other  hand,  however,  the  Northern  pig  iron  has 
a  great  advantage  in  location  with  respect  to  the  chief  markets  of 
consumption.  For  market  points  north  of  the  Ohio  River  the  freights 
on  Southern  pig  iron  are  much  higher  on  the  average  than  those  for 
Northern  furnaces,  and  more  than  offset  the  advantage  in  cost  of 
production,  as  shown  above. 

The  lower  costs  of  Southern  pig  iron  resulted  entirely  from  lower 
combined  costs  of  the  three  raw  materials.     The  ore  or  net  metaUic 
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mixture  of  the  Southern  pig  iron  averaged  only  S2.88,  as  against 
$4.95  for  Bessemer  and  $5.28  for  Northern  basic,  chiefly  due  to 
the  very  small  freight  charges  involved  in  getting  it  to  the 
furnaces.  The  coke  cost  of  the  Southern  furnaces,  on  the  other 
hand,  was  somewhat  higher,  namely,  $3.80  per  ton  of  pig  iron, 
as  against  $3.30  for  the  Bessemer  and  $3.31  for  the  Northern  basic 
furnaces.  This  was  due  partly  to  higher  costs  of  coke  at  ovens, 
partly  to  the  very  much  larger  quantity  of  coke  required  per  ton  of 
pig  iron.  These  together  more  than  offset  the  lower  average  freight 
charges  in  getting  the  coke  (or  the  coal  from  which  the  coke  was 
made)  to  the  furnaces.  The  cost  of  limestone  was  considerably 
lower  for  the  Southern  furnaces,  averaging  only  $0.19  per  ton  of  pig 
iron  as  against  $0.41  for  the  Bessemer  and  $0.48  for  the  Northern 
basic  furnaces.  This  was  partly  due  to  lower  costs  of  quarrying  and 
of  freight  to  furnace,  but  also,  in  an  important  degree,  to  the  use  of 
Southern  ores  containing  large  quantities  of  hme,  which  reduced  the 
need  for  additional  fluxing  material.  Thus  the  average  quantity  of 
Umestone  used  by  the  Northern  furnaces  in  1910  was  1,028  pounds 
per  ton  of  pig  iron,  as  against  675  pounds  for  the  Southern  furnaces. 
There  has  been  a  marked  change  in  this  respect  in  recent  years. 
(See  p.  23.) 

Combining  the  costs  of  ore,  coke,  and  limestone,  the  cost  of  these 
three  raw  materials  for  the  Southern  furnaces  averaged  only  $6.87 
per  ton  of  pig  iron,  as  against  $8.66  for  the  Bessemer  and  $9.07  for 
the  Northern  basic  furnaces. 

On  the  other  hand,  the  Southern  furnaces  were  at  a  considerable 
disadvantage  in  the  cost  above  materials.  The  labor  cost  for  the 
Southern  furnaces  was  $0.75  per  ton,  as  against  $0.55  for  the  Bessemer 
and  $0.56  for  the  Northern  basic,  and  the  other  operating  costs  were 
respectively  $0.95,  $0.50,  and  $0.46  per  ton  of  pig  iron.  The  total 
cost  above  materials  of  the  Southern  furnaces  was  therefore  $1.70  per 
ton  of  pig  iron,  as  against  $  1 .05  for  the  Bessemer  furnaces  and  $  1 .02  for 
the  Northern  basic  furnaces.  Nevertheless,  as  shown  above,  the  net 
furnace  cost  for  Southern  pig  iron  was  much  lower  than  either  of 
these  two  Northern  grades,  on  account  of  its  much  lower  costs  of  raw 
materials  combined. 

The  foregoing  table  also  shows  that  on  the  basis  of  integration  cost 
Bessemer  pig  iron  has  an  advantage  of  $0.38  per  ton  over  Northern 
basic.  This  advantage  depends  chiefly  on  a  lower  furnace  cost  of  the 
net  metallic  mixture  after  intercompany  profits  have  been  eliminated, 
namely,  $4.95  for  Bessemer,  and  $5.28  for  basic,  a  difference  of  $0.33 
per  ton.  This  advantage  is  partly  due  to  lower  costs  for  Bessemer 
ores,  but  also  to  a  lower  net  cost  for  freight  for  the  ore  going  to  the 
Bessemer  furnaces.  There  was  not  much  compensating  advantage, 
evidently,  in  coke  freights  for  the  Northern  basic  furnaces,  as  the 
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costs  of  coke  were  practically  the  same.  However,  as  these  basic 
furnaces  used  a  little  more  coke  per  ton  of  pig  iron  (due  to  the 
lower  average  iron  content  of  basic  ores)  than  the  Bessemer  fur- 
naces, they  probabty  had  a  smaU  freight  advantage  in  coke. 

Section  6.  Steel  Corporation's  integration  costs  of  ingots  for  1910. 

The  two  chief  kinds  of  steel  produced  in  the  United  vStates  in  1910 
were  Bessemer  and  open-hearth  steel.  The  proportions  of  the  Steel 
Corporation's  production  to  the  total  production  in  the  United  States 
are  shown  in  the  following  table: 

Table  33.— COMPARISON  OF  THE  PRODUCTION  OF  BESSEMER  AND  OPEN-HEARTH 
STEEL  PRODUCED  BY  THE  STEEL  CORPORATION  WITH  THE  TOTAL  PRODUCTION 
IN  THE  UNITED  STATES,  FOR  1910. 


United 
states. 


Steel  Corpora- 
tion. 


Per  cent. 


Bessemer  ingots  and  castings. . . 
Open-hearth  ingots  and  castings 

Total 


Oross  tons. 
9,412,772 
16,504,509 


Gross  tons. 
5,796,223 
8,383,146 


61.6 
50.8 


25,917,281 


14,179,3 


54.7 


While  the  foregoing  table  shows  the  production  of  both  ingots  and 
castings,  by  far  the  greater  part  of  it  consists  of  ingots. 

Bessemer  steel  is  of  two  kinds,  namely,  bdlet  steel  and  rail  steel, 
both  of  which  were  produced  in  large  quantities  but  the  tonnage  of 
which  is  not  reported  separately  for  the  United  States.  The  quantity 
of  Bessemer  rail  ingots  produced  can  be  determined  very  closely,  how- 
ever, from  the  tonnage  of  Bessemer  rails.  The  quantity  of  Bessemer 
rails  produced  would  indicate  that  about  one-quarter  of  the  Bessemer 
steel  produced  in  the  United  States  was  Bessemer  rail  steel,  and 
similarly  about  one-quarter  of  the  Bessemer  steel  produced  by  the 
Steel  Corporation  was  rail  steel. 

Open-hearth  steel  is  of  two  kinds,  namely,  acid  and  basic.  Very 
little  of  the  former  is  produced  in  the  United  States  and  hardly  any 
by  the  Steel  Corporation. 

Bessemer  billet  ingots. — Most  of  the  Bessemer  steel  produced 
is  billet  steel,  which,  as  already  noted  (p.  61),  is  substantially  the 
same  as  Bessemer  rail  steel,  except  that  a  smaller  quantity  of  manga- 
nese is  required  for  billet  steel,  in  consequence  of  which  the  cost  tends 
to  be  a  little  lower.  Inasmuch  as  the  production  of  Bessemer  billet 
ingots  by  the  Steel  Corporation,  namely,  4,395,606  tons,  was  con- 
siderably larger  than  that  of  Bessemer  rail  ingots,  the  costs  for  the 
former  are  a  better  indication  of  prevailing  conditions  of  cost. 

The  following  summary  table  shows  the  average  works  cost  of. 
Bessemer  billet  ingots  for  the  Steel  Corporation  in  1910  together  with 
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the  intercompany  profits  included  in  the  items  of  cost  and  the  inte- 
gration A\orks  cost : 

TABLE  34.— STEEL  CORPORATION'S  WORKS  COST  PER  GROSS  TON  OF  BESSEMER 
BILLET  INGOTS,  AS  SHOWN  BY  PRODUCING  COMPANIES'  COST  SHEETS,  APPROXI- 
MATE INTERCOMPANY  PROFITS  INCLUDED  THEREIN,  AND  INTEGRATION  WORKS 
COST,  AS  SHOWN  BY  THE  RECORDS  OF  THE  CORPORATION,  FOR  1910. 

[4,396,606  tons.] 


Items  of  cost. 

Company 

or  book 

cost. 

Inter- 
coiijpany 
profit  (ap- 
proximate). 

Integration 
cost  (exclusive 
of  any  return 
to  investment 
on  any  anterior 
stage  of  produc- 
tion or  trans- 
portation). 

115. 16 
.29 
.15 
.49 
.64 

$3.86 
.03 
.02 

$1L31 

Manganese 

.26 

Fuel 

.13 

Labor                                                   

.49 

.01 

.63 

16.63 

3.91 

12.72 

■  1  This  does  not  include  any  allowance  for  additional  costs  shown  on  the  profit  and  loss  accounts.    (See 
p.  10.) 

The  works  cost  of  Bessemer  billet  ingots,  as  shown  by  the  cost  sheets 
of  the  subsidiary  companies  of  the  Steel  Corporation,  averaged  $16.63 
per  ton. 

The  above  book  cost  includes  items  of  intercompany  profit,  which 
have  been  already  explained  (p.  91),  going  to  other  subsidiary  com- 
panies which  produced  or  transported  the  materials  used.  These 
profits  per  ton,  shown  in  the  second  column  of  the  table,  constituted 
the  total  remuneration  per  ton  going  to  such  producing  or  transporta-' 
tion  companies. 

Most  all  of  the  intercompany  profits  in  these  ingots,  which  aggre- 
gated $3.91  per  ton,  is  found  in  the  profit  contained  in  the  book  cost 
of  pig  iron  and  scrap,  namely,  $3.85  per  ton.  This  depends  almost 
whoUy,  of  course,  on  the  transfer  profits  in  ore  and  coke  and  the 
transportation  profits  in  ore. 

There  was  a  small  profit  per  ton,  namely,  $0.03,  in  the  item  of  man- 
ganese, which  goes  back,  of  course,  almost  entirely  to  the  same  sources 
(ore  and  coke). 

The  profit  in  the  item  of  fuel,  namely,  $0.02  per  ton,  relates  chiefly 
to  the  transfer  profits  contained  in  the  cupola  coke  used. 

There  were  several  other  very  small  items  of  intercompany  profit 
which  could  be  ascertained,  which  aggregated  $0.01  per  ton  and 
which  are  found  in  the  "other  operating"  costs.  These  occurred 
chiefly  in  connection  with  molds  and  stools  (used  in  casting  steel), 
with  a  small  proportion  for  steam  and  negligible  items  for  materials. 
22299°— FT  2—12 9 
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The  deduction  of  these  items  of  intercompany  profit  from  the 
respective  items  of  book  cost  leaves  the  integration  cost  in  each  case. 

The  book  cost  of  pig  iron  and  scrap  is  thus  reduced  from  $15.16 
per  ton  of  ingots  to  $11.31.  The  other  changes  were  small  and  do 
not  require  any  further  notice. 

Deducting  the  total  intercompany  profit,  namely,  $3.91  per  ton, 
from  the  works  cost  as  shown  in  the  cost  sheets  ($16.63),  leaves  an 
integration  works  cost  of  $12.72  per  ton  of  ingots,  which  is,  of 
course,  exclusive  of  any  return  to  the  anterior  stages  of  produc- 
tion, transportation,  and  manufacture. 

No  provisions  for  additional  costs  appearing  in  the  profit  and  loss 
statements  are  comprised  in  the  cost  statement,  i.  e.,  general  expenses 
and  general  depreciation  not  allocated  to  costs  of  products.  The 
Bureau  did  not  ascertain  or  apportion  them  for  1910,  but  the  item 
for  such  costs  shown  for  large  companies  in  Table  13,  on  page  57, 
namely,  $0.98  per  ton,  might  be  used,  although  it  is  undoubtedly  too 
large.  This  item  added  to  the  works  integration  cost  shown  in  the 
table  ($12.72)  would  give  $13.70  as  the  total  integration  cost  per  ton 
of  Bessemer  billet  ingots.  An  additional  cost  for  general  deprecia- 
tion and  general  expense  of  $0.60  per  ton  (including  cumulative 
charges  for  pig  iron)  is  probably  more  nearly  a  normal  requirement. 
(See  p.  59).  If  this  be  added  to  the  works  integration  cost,  the  total 
integration  cost  would  be  $13.32  per  ton. 

Bessemer  rail  ingots. — Before  1904  practically  all  steel  rails 
were  produced  from  Bessemer  steel,  both  for  the  United  States  as  a 
whole  and  for  the  Steel  Corporation  in  particular;  but  the  production 
in  1910  was  about  equally  divided  between  Bessemer  and  open-hearth 
steel.  The  cost  of  production  of  Bessemer  rails,  and  therefore  of 
Bessemer  rail  ingots,  is  a  matter  of  especial  interest.  In  the  first 
place,  this  process  is  cheaper;  in  the  second  place,  most  of  the  rails 
produced  and  sold  in  foreign  countries  are  made  by  the  Bessemer 
process  (either  acid  or  basic). 

The  following  summary  table  shows  the  average  works  cost  of 
Bessemer  rail  ingots  for  the  Steel  Corporation  for  1910,  as  shown  by 
the  books  of  the  producing  companies,  together  with  the  intercom- 
pany profits  included  in  the  items  of  cost  and  the  integration  cost  at 
works. 
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Table  35.— STEEL  CORPORATION'S  WORKS  COST  PER  GROSS  TON  OF  BESSEMER  RAIL 
INGOTS,  AS  SHOWN  BY  PRODUCING  COMPANIES'  COST  SHEETS,  APPROXIMATE 
INTERCOMPANY  PROFITS  INCLUDED  THEREIN,  AND  INTEGRATION  WORKS  COST, 
AS  SHOWN  BY  THE  RECORDS  OF  THE  CORPORATION,  FOR  1910. 

[1,399,127  tons.] 


Items  of  cost. 

Company 

or  book 

cost. 

Intercom- 
pany profit 
(approxi- 
mate). 

Integration 
cost  (exclusive 
of  any  return 
to  investment 
on  any  anterior 
stage  of  produc- 
tion or  trans- 
portation). 

S14.90 
.77 
.10 
.52 
.66 

$4.66 
1.01 
.01 

flO.24 

Manganese 

.78 

.09 

Labor 

.62 

2.02 

.64 

16.85 

4.  68 : 

12. 17 

1  Loss. 

'  In  molds  and  stools,  materials,  and  steam. 

'  This  does  not  include  any  allowance  for  additional  costs  shown  on  the  profit  and  loss  accounts.    (See 
p.  10.) 

The  works  cost  of  Bessemer  rail  ingots,  as  shown  by  the  cost  sheets 
of  the  manufacturing  companies  of  the  Steel  Corporation,  averaged 
$16.85  per  ton  in  1910. 

This  book  cost  includes,  however,  as  shown  in  the  second  column 
of  the  table,  certain  items  of  intercompany  profits,  as  explained 
above  (p.  91),  going  to  other  subsidiary  companies  wMch  produced 
or  transported  the  materials  used.  These  profits  per  ton  comprised 
the  total  remuneration  per  ton  accruiag  to  such  producing  or  carrying 
companies  for  such  products  or  services. 

Practically  aU  of  this  intercompany  profit  relates  to  the  pig  iron 
and  scrap  used  in  making  the  steel,  namely,  $4.66  out  of  a  total  of 
$4.68.  This  large  profit  item  goes  back,  of  course,  through  the  pig 
iron  to  the  raw  materials,  and  consists  cliiefly  of  profits  on  ore  and 
coke  and  the  transportation  of  ore. 

Taking  aU  the  Bessemer  rail  ingot  production  of  the  Steel  Corpora- 
tion, the  prices  at  which  manganese  and  other  similar  metaUic  ad- 
ditions were  charged  to  the  steel  works  resulted  in  an  intercompany 
loss  instead  of  an  intercompany  profit ;  this  loss,  however,  amounted 
to  a  httle  less  than  $0.01  per  ton  of  product. 

The  item  of  intercompany  profit  in  fuel  was  only  $0.01  per  ton, 
and  comprised  profits  in  the  cupola  coke. 

The  other  items  of  intercompany  profit  were  very  small,  and  came 
in  the  molds  and  stools  (used  in  casting  the  steel),  materials  (in 
repairs  and  maintenance),  and  steam.  These  profit  items  totaled 
only  $0.02  per  ton  of  product. 
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.  Deducting  these  items  of  intercompany  profit  from  the  respective 
items  of  book  cost  leaves  the  integration  works  cost  in  each  case. 
Thus,  the  cost  of  pig  iron  and  scrap  is  reduced  thereby  from  114.90 
to  only  $10.24  per  ton  of  ingots.  The  other  changes  in  the  integra- 
tion cost  do  not  call  for  any  particular  comment. 

Deducting  the  total  intercompany  profit  ($4.68  per  ton)  from  the 
book  works  cost  of  the  ingots,  reduces  it  from  $16.85  to  $12.17  per 
ton.  This  constituted  the  works  cost  of  these  ingots,  exclusive  of 
any  return  to  the  anterior  stages  of  production,  transportation,  and 
manufacture. 

This  works  cost,  it  should  be  kept  in  mind,  does  not  aUow  for  any 
general  expenses  or  general  charges  for  depreciation  ("additional 
cost")  appearing  in  the  profit  and  loss  statements  of  the  producing 
companies  and  not  allocated  to  particular  products.  The  Bureau 
did  not  -ascertain  or  apportion  these  expenses  for  the  year  1910,  but 
the  same  additional  expense  in  this  case  as  shown  in  Table  14,  on 
page  61,  for  a  number  of  large  companies  might  be  used,  although  it 
is  certainly  much  too  large.  This  was  $1.05  per  ton  of  ingots,  and 
would  increase  the  foregoing  works  cost  as  shown  on  the  cost  sheets 
from  $16.85  to  $17.90  per  ton,  and  the  integration  cost  from  $12.17 
to  $13.22  per  ton. 

If  instead  of  this  amount  the  estimated  normal  charge  for  general 
expense  and  depreciation  is  iised,  namely,  $0.60  per  ton  (including 
cumulative  charges  for  pig  iron),  a  lower  result  is  arrived  at.  This 
gives  a  total  book  cost  of  $17.45  per  ton  and  an  integration  cost  of 
$12.77  per  ton. 

Basic  open-heakth  ingots. — The  open-hearth  process  used  by 
the  Steel  Corporation  is  the  basic  process  in  the  North,  and  the 
duplex  process  in  the  South.  The  duplex  process  consists  in 
first  putting  basic  pig  iron  through  an  acid  Bessemer  converter, 
chiefly  to  remove  the  silicon,  and  then  treating  the  metal  in  basic 
open-hearth  furnaces  to  remove  the  phosphorus. 

The  two  processes  are  so  different  that  the  costs  for  each  should 
not  be  combined.  Furthermore,  the  Northern  costs  show  important 
items  of  intercompany  profit,  while  the  Southern  works,  being  part 
of  a  completely  unified  company  (Tennessee  Coal,  Iron  &  Eailroad 
Co.),. do  not  show  any  such  profits  in  their  costs. 
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Table  36.— STEEL  CORPORATION'S  WORKS  COST  PER  GROSS  TON  OF  BASIC  OPEN- 
HEARTH  INGOTS  AT  NORTHERN  WORKS  AND  AT  SOUTHERN  WORKS,  AS  SHOWN 
BY  PRODUCING  COMPANIES'  COST  SHEETS,  APPROXIMATE  INTERCOMPANY 
PROFITS  INCLUDED  THEREIN,  AND  INTEGRATION  WORKS  COST,  AS  SHOWN  BY 
THE  RECORDS  OF  TPIE  CORPORATION,  FOR  1910. 


Items  of  cost. 


Northern  (3,707,749  tons). 


Company 

or  book 

cost. 


Intercom- 
pany profit 
(approxi- 
ro.ate). 


Integration 
cost  (exclusive 

of  any  return 

to  investment 

on  any  anterior 

stage  of 

procluction). 


Company  or 
l5ooi£eost(wliicli 
does  not  include 
any  interme- 
diate profit). 


Southern 
(50!i,OII7  tons). 


Pig  iron  and  scrap. 

Manganese 

Fuel 

Labor 

Other  operating. . . 
Rebuilding  fund.. 

Works  cost  2 


$14.03 
.40 
.59 
.68 
.76 
.31 


S3. 50 
.01 
.02 


1.01 


SIO.  63 
.39 
.67 
.68 
.74 
.31 


$9.36 
.63 
.62 
.79 
1.49 
.45 


16.76 


3.54 


13.34 


» In  materials,  refractories,  fluxes,  tools,  lubricants,  etc. 

3  This  does  not  include  any  allowance  for  additional  costs  shown  on  the  profit  and  loss  accounts.    (See 
p.  10.) 

Northern  works. — The  works  cost  of  basic  open-hearth  ingots  in 
1910,  as  shown  by  the  cost  sheets,  was  $16.76  per  ton. 

This  cost  includes  large  items  of  intercompany  profit  as  shown  in 
the  second  column  of  the  table.  These,  as  has  already  been  explained 
above,  represent  the  total  profit  earned  by  other  subsidiary  compa- 
nies on  the  materials,  etc.,  charged  in  the  cost  sheet,  and  constituted, 
of  course,  in  so  far  as  these  quantities  of  material  are  concerned,  the 
return  to  the  capital  invested  in  anterior  stages  of  production  and 
transportation. 

By  far  the  greater  part  of  the  intercompany  profit  charged  against 
the  cost  of  these  ingots  relates  to  the  item  of  pig  iron  and  scrap, 
namely,  $3.50  out  of  a  total  of  $3.54  intercompany  profit  per  ton. 
This  profit  goes  back,  of  course,  in  part  to  the  transfer  and  trans- 
portation profits  on  ore  and  coke,  and  also  to  coal  transfer  profits. 

In  the  manganese  used  there  was  a  snjaU  intercompany  profit, 
averaging  $0.01  per  ton  of  ingots.  As  only  a  part  of  these  ingots 
were  rail  ingots,  the  cost  for  manganese  was  naturally  lower  than 
for  the  Bessemer  rail  ingots  above. 

The  intercompany  profit  for  fuel  averaged  $0.02  per  ton  of  ingots. 
This  was  chiefly  due  to  the  transfer  profits  included  in  the  cost  of 
coal  used  for  making  gas  in  the  "producer"  furnaces. 

There  were  various  very  small  items  of  intercompany  profit  in  the 
"other  operating"  costs,  aggregating  a  httle  less  than  $0.01  per  ton 
of  ingots.  These  occurred  chiefly  with  respect  to  materials  in  repairs 
and  maintenance,  fluxes,  refractories,  tools;  and  lubricants. 
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Subtracting  these  items  of  intercompany  profit  from  the  respective 
items  of  book  cost  leaves,  the  integration  cost  at  works  in  each  case. 
Thus  the  cost  of  pig  iron  and  scrap  is  reduced  from  $14.03  to  $10.53 
per  ton.  The  other  changes  in  particular  items  of  integration  cost 
do  not  require  detailed  comment. 

Deducting  the  total  integration  profit,  namely,  $3.54  per  ton, 
from  the  works  cost  of  these  ingots,  as  shown  on  the  cost  sheets, 
leaves  an  integration  cost  of  $13.22  per  ton.  This  constituted  the 
works  cost  of  these  ingots,  exclusive  of  any  return  to  the  anterior 
stages  of  production,  transportation,  and  manufacture. 

This  works  cost,  as  already  explained  in  the  case  of  other  products, 
does  not  include  any  of  the  unallocated  charges  for  general  expense 
and  general  depreciation  ("additional  cost")  appearing  in  the  profit 
and  loss  statements  of  the  producing  companies.  The  Bureau,  as 
already  noted  (p.  104),  did  not  ascertain  them  for  the  year  1910;  but 
the  average  figure  given  for  additional  costs  of  basic  open-hearth 
ingots  ia  Table  6,  on  page  27,  might  be  used.  This  was  $0.79  per 
ton  of  basic  open-hearth  ingots.  The  addition  of  this  cost  to  the  fore- 
goiag  integrated  works  cost  of  $13.22  would  give  a  total  integrated 
cost  of  $14.01  per  ton  of  basic  open-hearth  rail  ingots.  On  the  basis 
of  an  estimated  reasonable  charge  for  depreciation  and  general 
expense  this  is  probably  too  low.  Assuming  $0.85  as  a  normal 
charge  (including  cumulative  charges  for  pig  iron),  the  total  cost  for 
these  ingots  at  Northern  works  would  be  $14.07  per  ton. 

Southern  works. — As  already  noted,  the  cost  of  open-hearth  rail 
ingots  at  the  Southern  works,  owing  to  the  character  and  organization 
of  the  Southern  iron  industry,  does  not  include  any  intercompany 
profits.  The  costs  are,  nevertheless,  of  considerable  interest  for  pur- 
poses of  comparison,  particularly  with  those  of  the  Northern  works, 
which  have  just  been  considered. 

It  is  evident  that  for  such  a  comparison  the  proper  basis  is  the 
integration  cost  of  the  Northern  works ;  otherwise  large  intercompany 
profits  would  be  included  in  the  costs  in  one  case  and  not  in  the 
other. 

The  costs  of  pig  iron  and  scrap  per  ton  of  ingots  at  the  Southern 
works  '^as  $9.36.  This  low  cost  was  directly  due,  of  course,  to  the 
very  low  furnace  costs  of  pig  iron  for  the  furnaces  of  the  Steel  Cor- 
poration in  this  district  (see  p.  107),  namely,  $8.57  per  ton  of  pig  iron. 
The  actual  transfer  price  was  $8.60,  mostly  for  hot  metal  from  the 
blast  furnaces.  A  considerable  quantity  of  scrap  was  used — about  21 
per  cent  of  the  total  gross  metallic  mixture — for  which  the  average 
price  was  a  little  over  that  of  the  pig  iron  (because  the  percentage  of 
pure  iron  is  higher  than  for  pig  iron). 

In  the  cost  of  pig  iron  and  scrap,  therefore,  the  Southern  woj-ks 
had  a  slight  advantage  over  the  Northern,  these  costs  being,  respec- 
tively, $9.36  and  $10.53  per  ton  of  ingots. 
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The  manganese  cost  for  the  Southern  works  was  $0.63  per'ton  of 
product,  or  $0.24  higher  than  for  the  Northern  works,  but  this  was 
because  only  a  small  part  of  the  steel  produced  at  the  Northern 
works  was  for  making  rails. 

In  the  cost  of  fuel  the  Southern  works  showed  $0.62  per  ton 
of  ingots,  as  against  $0.57  for  the  Northern  works,  in  spite  of  much 
lower  transfer  prices  for  fuel.  Both  works  used  hot  pig  metal,  and 
the  differences  in  the  proportion  of  scrap  used  were  not  very  large. 

The  labor  cost  at  the  Southern  works  averaged  $6.79  per  ton  of 
ingots,  against  $0.68  at  the  Northern  works.  The  additional  labor 
involved  by  the  duplex  process  is  thus  apparently  reflected  in  the 
costs.  For  the  item  of  labor  for  melting  and  converting,  however, 
there  was  no  difference,  while  for  charging  the  open-hearth  furnaces 
the  Southern  works  had  a  slight  advantage;  in  both  cases  the  expla- 
nation is,  perhaps,  found  in  the  fact  that  the  Southern  works  used  a 
somewhat  higher  proportion  of  hot  metal. 

The  "other  operating"  costs  aggregated  $1.49  per  ton  of  ingots  for 
the  Southern  works  and  only  $0.74  for  the  Northern  works.  Here, 
again,  the  general  explanation  is  undoubtedly  found  in  the  more 
complicated  character  of  the  duplex  process.  This,  for  example, 
requires  a  much  greater  expenditure  for  steam  than  a  simple  open- 
hearth  plant. 

The  rebuilding  fund,  which  is  an  item  of  depreciation,  was  $0.45  for 
the  Southern  works,  or  $0.14  higher  than  for  the  Northern. 

The  total  works  cost  of  the  Southern  works  was  $13.34  per  ton  of 
ingots,  as  against  $13.22  for  the  Northern  works.  In  order  to  make 
a  fair  comparison  it  would  be  necessary,  however,  to  add  something 
to  the  manganese  cost  for  the  Northern  works  to  put  them  on  an 
even  basis  in  this  respect,  because  the  Soutliern  works  make  rails 
only.  This  necessary  addition  may  be  estimated  at  the  difference 
between  the  two,  namely,  $0.24  per  ton,  which  would  increase  the 
cost  at  Northern  works  to  $13.46,  as  compared  with  $13.34  for  the 
Southern  works.  Thus,  while  the  Southern  steel  works  had  a  great 
advantage  in  the  cost  of  its  pig  iron  and  scrap,  this  advantage  was 
almost  entirely  offset  by  larger  costs  for  other  items. 

Neither  of  these  average  costs  just  compared  include  any  allow- 
ance for  additional  costs.  Assuming  an  arbitrary  addition  to  the 
works  costs  of  $0.85  for  the  Northern  works  and  of  $0.95  for  the 
Southern  works  (which  would  be  greater  on  account  of  the  duplex 
process),  the  total  costs  would  be  $14.07  for  the  Northern  works  and 
$14.29  for  the  Southern  works. 

Section  7.  Steel  Corporation's  integration  costs  of  heavy  steel  rails  in 
1910. 

In  recent  years,  as  stated  above,  there  has  been  a  very  great 
increase  in  the  production  of  rails  from  open-hearth  steel,  and  to  a 
considerable  extent  this  has  meant  a  substitution  of  open-hearth 
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rails  for  Bessemer  rails.  The  technical  reasons  for  this  change  are 
not  of  importance  here.  It  is  important,  however,  to  note  the  fact. 
It  may  also  be  repeated  that  the  great  bulk  of  heavy  rails  produced  in 
other  countries  are  made  from  Bessemer  steel — either  acid  or  basic — 
and  that  these  are  the  kinds  of  rails  which  figure  chiefly  in  interna- 
tional trade. 

The  total  production  of  the  Steel  Corporation  and  of  the  United 
States  for  both  Bessemer  and  open-hearth  rails  during  the  year  1910 
is  shown  in  the  following  table : 

TABLE  37.— COMPARISON  OP  PRODUCTION  OP  BESSEMER  AND  OPEN-HEARTH  STEEL 
RAILS  BY  THE  STEEL  CORPORATION  VITH  THE  TOTAL  PRODUCTION  IN  THE 
UNITED  STATES  FOR  1910. 


United 

States. 

Steel  Cor- 
poration. 

Per  cent 
of  total. 

Bessemer 

Gross  tons. 
1,884,442 
1,751,359 

Gross  tons. 
1,134,381 
1,004,565 

60  2 

Open  hearth 

57  4 

Total 

3,635,801 

2,138,946 

58.8 

The  foregoing  table  shows  the  total  production  of  steel  rails  in  each 
case,  including  light  rails  and  girder  rails,  as  well  as  heavy  standard 
rails.  As  these  different  kinds  of  rails  have  considerable  differences 
in  cost,  it  is  necessary  to  show  the  costs  for  heavy  standard  rails 
separately.  Consequently  the  tonnages  covered  by  the  following  cost 
statements  are  considerably  less  than  the  total  production  of  the 
Steel  Corporation  in  1910. 

Bessemer  rails. — Of  the  total  production  of  Bessemer  rails  by 
the  Steel  Corporation  in  1910  (1,134,381  tons),  923,651  tons  were 
heavy  standard  Bessemer  rails.  All  of  these  are  covered  by  the  fol- 
lowing cost  statement,  which  combines  the  costs  of  two  rail  plants 
of  the  Steel  Corporation  making  Bessemer  rails,  for  the  year  1910: 

TABLE  38.— STEEL  CORPORATION'S  MILL  COST  PER  GROSS  TON  OF  HEAVY  STAND- 
ARD BESSEMER  RAILS,  AS  SHOWN  BY  PRODUCING  COMPANIES'  COST  SHEETS, 
APPROXIMATE  INTERCOMPANY  PROFITS  INCLUDED  THEREIN,  AND  INTEGRA- 
TION MILL  COST,  AS  SHOWN  BY  THE   RECORDS  OF  THE  CORPORATION,  FOR  1910. 

[923,651  tons.] 


Items  of  cost. 

Company 

or  book 

cost. 

Intercom- 
pany profit 
(approxi- 
mate). 

Integration 
cost  (exclusive 

of  any  return 
to  investment 
on  any  anterior 

stage  of  pro- 
duction or 
transportation). 

S17.86 
1.14 
1.23 

S4.S3 

$13.03 
1  14 

Labor 

Other  operating 

1.03 

1.20 

MiUcostz 

20.23 

4.86 

15.37 

1  In  fuel,  steam,  materials,  and  provision  for  rolls. 

2  This  does  not  include  any  allowance  for  additional  costs  shown  on  the  profit  and  loss  accounts     (See 
p.  10.) 
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The  mill  cost  of  heavy  standard  Bessemer  rails,  as  shown  by  the 
cost  sheets  of  the  producing  companies  of  the  Steel  Corporation, 
averaged  $20.23  per  ton  in  1910.  This  cost,  as  in  the  case  of  products 
already  discussed,  includes  considerable  items  of  intercompany 
profit  (see  p.  91),  as  shown  in  the  second  column  of  the  table,  going 
to  other  subsidiary  companies,  which  produced  or  transported  the 
materials  used,  these  profits  per  ton  constituting  the  total  remunera- 
tion per  ton  accruing  to  such  producing  or  transportation  companies 
for  their  products  or  services. 

All  but  an  insignificant  portion  of  this  profit  relates  to  the  cost  of 
the  ingots  used,  namely,  $4.83  per  ton  in  a  total  of  $4.86  per  ton. 
While  this  appears  as  a  very  large  item,  it  must  be  remembered  that 
it  goes  back  through  ingots  and  pig  iron  to  the  transfer  profits  on  the 
chief  raw  materials — ore  and  coke — and  also  to  the  large  transporta- 
tion profits  OB  ore,  which  have  been  already  discussed.  The  ingots 
themselves  were  transferred  to  the  rolling  mills  without  profit  over 
mill  cost,  but  the  intercompany  profit  naturally  is  increased  in  this 
case  because  it  required  more  than  1  ton  of  ingots  to  produce  a  ton 
of  rails.     (Cf.  p.  122.) 

The  other  items  of  intercompany  profit  were  very  small,  and  aggre- 
gated for  all  other  operating  expenses  only  $0.03  per  ton  of  rails. 
These  profits  related  to  fuel,  steam,  materials,  and  provision  for  rolls. 

Deducting  these  items  of  intercompany  profit  from  the  respective 
items  of  mill  cost  leaves  the  integration  cost  at  works  in  each  case. 

The  book  cost  of  ingots  used  is  thereby  reduced  from  $17.86  to 
$13.03  per  ton  of  rails,  while  the  other  operating  items  are  reduced 
from  $1.23  to  $1 .20  per  ton  of  rails.  The  mill  cost  of  rails,  in  the  same 
manner,  is  reduced  from  $20.23  to  $15.37  per  ton  of  rails.  This  net 
integration  cost  excludes  any  return  to  anterior  stages  of  production, 
transportation,  and  manufacture  with  respect  to  the  materials  used 
in  making  these  rails. 

This  integration  mill  cost,  furthermore,  does  not  take  any  account 
of  the  "additional  costs"  of  manufacture  which  appear  in  the  profit 
and  loss  accounts  of  the  producing  companies  not  allocated  to  par- 
ticular products.  These  additional  costs  were  not  ascertained  by  the 
Bureau  for  the  year  1910,  as  already  stated  (p.  104),  but  the  average 
figure  given  for  additional  cost  of  rails  in  Table  16,  namely,  $1.29  per 
ton,  or,  say,  $1.30,  is  probably  a  fair  approximation  to  this  cost 
(including  cumulative  charges  for  anterior  processes) ,  which,  in  any 
case,  can  not  be  exactly  stated.  The  addition  of  this  cost  to  the 
foregoing  integrated  mill  cost  of  rails,  namely,  $15.37  per  ton,  gives 
a  total  integrated  cost  of  $16.67  per  ton  for  these  Bessemer  rails. 

Open-hearth  rails. — The  total  output  of  open-hearth  rails  by 
the  Steel  Corporation  in  1910  was  1,004,565  tons.  These  were  pro- 
duced at  both  Northern  and  Southern  nulls.     Heavy  standard  rails 
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formed  about  85  per  cent  of  the  total.  The  costs  for  these,  as  shown 
on  the  cost  sheets  of  the  producing  companies,  are  given  in  the  fol- 
lowing table: 

TABLE  39— STEEL  CORPORATION'S  MILL  COST  PER  GROSS  TON  OF  HEAVY  OPEN- 
HEARTH  RAILS  AT  NORTHERN  AND  SOUTHERN  PLANTS,  AS  SHOWN  BY  PRO- 
DUCING COMPANIES'  BOOKS,  APPROXIMATE  INTERCOMPANY  PROFITS  INCLUDED 
THEREIN,  AND  INTEGRATION  MILL  COST,  AS  SHOWN  BY  THE  RECORDS  OP  THE 
CORPORATION,  FOR  1910. 


Items  of  cost. 


Northern  (530,955  tons). 


Company 

or  book 

cost. 


Ingots 

Labor 

Other  operating. 

Mill  cost  1-. 


S18. 37 
1.19 
1.35 


20.91 


Intercom- 
pany profit 
(approxi- 
mate). 


S3. 54 


Integration 
cost  (exclusive 
of  any  return 
to  investment 
on  any  anterior 

stage  of 
production  or 
transportation). 


S14.83 
1.19 
1.33 


17.35 


Southern 
(323,061  tons). 


Company  or 

book  cost 

(which  does 

not  include  any 

intermediate 

profit). 


$14.86 
1.72 
2.66 


19.24 


1  This  does  not  .include  any  allowance  for  additional  costs  shown  on  the  profit  and  loss  accounts. 
(Seep.  10.) 

As  the  Northern  and  Southern  miUs  which  made  these  rails  operate 
under  different  technical  conditions,  particularly  with  respect  to  cost 
of  materials,  the  costs  of  each  are  shown  separately.  Those  for  the 
Southern  mill  do  not  show  any  integration  profits  for  the  reasons 
already  stated  (p.  107). 

Northern  mills. — The  mill  cost  of  heavy  standard  open-hearth 
rails  at  the  Northern  mills  in  1910,  as  shown  by  the  cost  sheets, 
averaged  $20.91  per  ton. 

This  cost  includes  large  items  of  intercompany  profit  (see  p.  91) 
which  are  shown  in  the  second  colunan  of  the  table,  which,  so  far  as 
the  material  here  in  question  is  concerned,  constituted  the  total 
return  to  investment  of  antecedent  producing  or  transportation  com- 
panies for  their  products  or  services. 

Of  the  total  integration  profit  just  mentioned,  namely,  $3.56  per 
ton  of  rails,  all  but  a  very  small  fraction  was  due  to  the  profit  in 
ingots  used,  namely,  $3.54.  This  profit  goes  back,  of  course,  chiefly 
to  thelarge  transfer  and  transportation  profits  in  ore  and  the  transfer 
profits  in  coke  used.  The  ingots  themselves  were  transferred  to  the 
rail  mill  without  charging  a  profit  over  the  costs  as  shown  by  the 
cost  sheets,  though  in  one  case  there  was  a  very  small  item  of  freight. 

The  intercompany  profits  tend  to  increase  for  each  stage  of  pro- 
duction, however,  on  account  of  the  fact  that  more  than  a  ton  of 
material  is  required  per  ton  of  product.  (Cf.  p.  122.)  The  other  items 
of  intercompany  profit  were  insignificant,  aggregating  only  $0.02  per 


COST  OF  PEODUCTION PRELIMINARY  REPORT.        121 

ton  of  rails.  They  related  to  fuel,  materials,  tools,  lubricants,  and 
supplies.  These  items  of  profit  deducted  from  the  respective  items  of 
mUl  cost  give  the  respective  integration  mill  costs. 

The  book  cost  of  the  ingots  used  is  thereby  reduced  from  S18.37  per 
ton  of  rails  to  $14.83;  the  "other  operating"  costs  from  $1.35  to  .|1.33. 
Thus  the  total  mUl  cost  of  rails  is  reduced  from  $20.91  to  $17.35  per 
ton.  This  integration  cost  excludes  any  profit  for  the  anterior  proc- 
esses of  production,  manufacture,  or  transportation  so  far  as  the 
quantities  of  material  used  in  making  these  rails  are  concerned. 

This  net  or  integration  mUl  cost,  moreover,  does  not  allow  for  any 
"additional  costs"  on  account  of  general  expense  or  general  deprecia- 
tion appearing  in  the  profit  and  loss  accounts  of  this  company  and 
not  allocated  to  particular  products.  These,  as  stated  elsewhere,  were 
not  determined  by  the  Bureau  for  the  year  1910,  but  a  fair  approxi- 
mate figure  for  open-hearth  rails  (including  cumulative  charges  for 
anterior  processes)  probably  would  be  $1.55  per  ton.  Tliis  added  to 
the  integration  mill  cost  stated  above  would  give  a  total  integra- 
tion cost  of  $18.90  per  ton  of  these  open-hearth  rails. 

Southern  mill. — As  already  stated,  the  cost  of  rails  at  the  South- 
ern mill,  as  shown  by  the  cost  sheets,  does  not  contain  any  items 
of  intercompany  profit.  (See  p.  107.)  The  Southern  mill  starts, 
therefore,  with  practically  an  integration  cost  for  ingots  used,  namely, 
$14.86  per  ton  of  rails,  which  maybe  compared  with  the  integration 
cost  for  the  Northern  mills  of  $14.83  per  ton.  The  eUmination  of  the 
intercompany  profits  in  this  item  for  the  Northern  mills  puts  them, 
therefore,  on  a  fairly  even  basis  to  start  with.  The  labor  and  other 
operating  costs  of  the  Northern  miUs  are,  however,  considerably  lower, 
namely,  $1.19  per  ton  for  labor  and  $1.33  per  ton  for  other  operating 
costs,  as  against  $1.72  for  labor  at  the  Southern  mill  and  $2.66  for 
other  operating  items.  Hence,  the  total  integration  mill  cost  of  rails 
is  considerably  lower  for  the  Northern  mills  than  for  the  Southern 
mUl,  namely,  $17.35  and  $19.24  per  ton  of  rails,  respectively.  The 
addition  of  an  assumed  normal  charge  for  general  expense  and  general 
depreciation  (which  must  be  taken  at  a  higher  figure  for  the  Southern 
than  for  the  Northern  plants  on  account  of  the  duplex  process), 
namely,  $1.65,  would  give  a  total'cost  for  open-bearthrails for  theSouth- 
ern  mill  of  $20.89  per  ton.  As  a  matter  of  fact  the  overhead  charges 
for  the  Southern  mill  are  understood  to  be  higher  on  account  of  the  low 
production  of  this  mill  as  compared  with  cap  acity .  Taking  both  these 
groups  on  the  basis  of  integration  cost  plus  additional  charges,  there- 
fore, the  Northern  mdls  enjoy  an  advantage  of  no  less  than  $1.99  per 
ton  of  raUs.  The  question  of  location  with  respect  to  markets  is  not  of 
so  much  significance  in  this  case  as  for  pig  iron,  for  example.  The 
South  and  Southwest  is,  of  course,  a  good  market  for  rails,  while  for 
the  export  trade  the  Birmingham  district  has  a  superior  location 
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compared  with  the  Chicago  district,  though  not  any  better  perhaps 
than  Pittsburgh.  There  does  not  appear  to  be  much  export  demand, 
however,  for  open-hearth  rails. ^ 

1  A  feature  in  the  elimination  of  transfer  profits,  and  one  to  wtiicli  attention  is  especially  called  (because 
the  Bureau's  method  differs  from  that  of  the  Steel  Corporation;  see  pp.  70  and  120),  is  the  treatment  of  scrap. 
The  transfer  or  integration  profit  in  the  ore,  coke,  scrap,  etc.,  may  be  regarded  from  two  points  of  view. 

The  first,  and  the  one  adopted  by  the  Bureau,  was  that  the  profit,  so  to  speak,  proceeded  directly  forward 
with  the  material  as  it  was  used  in  each  successive  stage  of  the  business  until  it  reached  a  finished  product. 
Inasmuch  as  the  profits  so  cairied  forward  did  not  diminish  in  amount,  but  were,  broadly  speaking,  rated 
against  smaller  and  smaller  tonnages  of  product  on  account  of  the  successive  reductions  due  to  the  gross 
waste,  the  rate  of  profit  per  ton  of  product  necessarily  increased  in  a  corresponding  degree.  None  of  the 
profit,  therefore,  was  cut  off  £is  belonging  to  the  waste  material  recovered — e.  g.,  scrap  iron  and  steel.  There 
is  therefore  a  regular  and  sometimes  marked  increase  in  the  integration  profit  per  ton,  according  to  the 
percentage  of  waste.  As  the  scrap,  which  is  of  course  used  again,  does  not  carry  with  it  any  portion  of  this 
integration  profit  (according  to  the  Bureau's  computations),  it  does  not  contribute  to  the  integration  profit 
in  the  material  used,  where  such  scrap  is  added  to  the  primary  material,  as,  for  example,  to  the  ore  in  the 
blast  furnace,  or  to  the  pig  iron  in  the  Bessemer  plant  or  open-hearth  furnace.  For  a  highly  integrated 
steel  concern,  therefore,  the  Bureau's  method  tends  to  give  possibly  a  sUghtly  lower  amount  of  integration 
profit  for  the  pig  iron  and  a  distinctly  lower  integration  profit  for  ingots  than  would  otherwise  be  the  case. 
Consequently,  a  larger  increase  in  integration  profit  per  ton  is  found  between  certain  products  (e.  g.,  ingots 
and  rails)  than  if  the  second  method  were  used. 

The  second  method,  which  is  the  one  used  by  the  Steel  Corporation,  is  to  attribute  to  the  scrap  recovered 
a  part  of  the  accumulated  integration  profits  contained  in  the  material  used  for  each  particular  process. 
This  cuts  down,  of  course,  the  portion  of  this  integration  profit  going  into  the  product  in  question  by  a 
corresponding  amount  and  consequently  the  average  per  ton  of  product.  But  the  scrap,  of  course,  is  used 
again  in  prior  processes  of  production  (and  sometimes  in  the  same  process  in  the  case  of  steel  works);  that 
is,  the  scrap  goes  back  either  to  the  blast  furnace  or  to  the  steel  works.  Inasmuch  as  it  carries  with  it  that 
portion  of  the  integration  profit  attributed  to  it,  it  tends  to  increase  the  integration  profit  in  the  pig  iron 
or  ingots,  respectively,  and,  hence,  to  give  them  still  higher  integration  profits,  and  consequently  lower 
integration  costs.  In  particular,  it  may  be  noted,  it  tends  to  diminish  the  difference  in  the  integration  profit 
between  ingots  and  the  heavy  products  rolled  therefrom. 

This  whole  subject  is  a  highly  technical  one,  and  chiefly  of  interest,  perhaps,  to  the  accountant.  Illus- 
trations of  the  differences  in  the  effects  produced  by  these  two  methods  can  be  seen,  however,  by  com- 
paring the  relative  differences  in  the  integration  profits  in  Bessemer  ingots  and  Bessemer  rails,  as  shown 
by  the  Bureau's  computations  (cf.  pp.  61  and  66),  with  the  relative  differences  for  the  same  products  as 
shown  by  the  Steel  Corporation's  figures.    (Cf.  pp.  113  and  118.) 

It  is  unnecessary  to  discuss  the  relative  merits  of  these  two  systems.  It  is  obvious  that  one  which  is  appli- 
cable to  a  highly  integrated  concern  like  the  Steel  Corporation  woiUd  have  no  application  at  all  to  one  which 
made  pig  iron  only.  Such  companies,  however,  were  comprised  in  the  Bureau's  cost  averages.  Hence, 
the  best  method  for  the  Bureau  was  to  use  that  which  it  actually  applied. 


CHAPTER  VIII. 

APPROXIMATE  INVESTMENT  IN  RAW  MATERIALS,  PLANTS,  AND 
WORKING  CAPITAL  REQUIRED  TO  PRODUCE  A  TON  OF  BESSE- 
MER STEEL  RAILS  FROM  LAKE  ORES. 

Section  1.  Basis  of  Bureau's  computation. 

The  Bureau  is  not  prepared  in  this  prelimitiary  report  to  enter  into 
an  extended  study  of  costs  in  relation  to  investment,  but  some  approxi- 
mate and  tentative  figures  for  one  important  steel  product  may  be 
presented  in  order  to  afford  the  reader  a  general  idea  of  the  invest- 
ment required  and  of  the  significance  of  the  cost  data  already  dis- 
cussed. For  this  purpose  the  Bureau  selected  standard  Bessemer  steel 
raUs,  and  based  its  computations  on  a  plant  assumed  to  use  Lake 
Superior  ores  and  chiefly  Coimellsville  coke.  The  results  are  pre- 
sented in  the  form  of  ranges  instead  of  averages.  Owing  to  the 
important  influence  of  differences  in  amounts  of  production  upon 
average  figures  of  investment  per  ton,  averages  should  be  iised  only 
with  great  discretion.  Take,  for  example,  a  concern  with  an  invest- 
ment in  a  rail  mill .  (exclusive  of  any  steel  works  or  antecedent 
stages)  of,  say,  $4,000,000,  with  an  output  of  500,000  tons  of  rails 
per  year;  such  a*  concern  would  show  an  average  investment  of  $8  a 
ton,  whereas  if  it  produced  only  350,000  tons  its  average  would  be 
$11.50  per  ton. 

In  preparing  this  discussion  the  Bureau  had  very  extensive  figures 
of  investment  for  blast  furnaces,  Bessemer  works,  and  rail  mills,  and 
it  is  believed  that  the  ranges  later  presented  are  fair  and  substantially 
rehable  for  the  purposes  of  the  approximate  conclusions  reached. 
In  the  case  of  the  raw  materials  the  data  available  were  of  a  different 
character,  but  the  Bureau  is  of  the  opinion  that  the  results  obtained 
may  be  rehed  upon. 

While  it  is  desired  to  arrive  at  an  investment  per  ton  in  order  to 
make  a  comparison  with  the  profits  per  ton  of  steel  raUs,  it  will  be 
found  more  convenient  to  work  with  amounts  of  total  investment. 
For  this  purpose  the  Bureau  has  assumed  an  iron  and  steel  plant 
producing  steel  raUs,  although  such  a  rail  mill  would  of  course 
ordinarily  form  part  of  a  more  comprehensive  plant,  producing  other 
products  for  which,  however,  it  is  not  necessary  to  present  invest- 
ment data  here. 

The  Bureau  assumed  an  ore  consumption  of  1,000,000  tons  of 
Bessemer  ore  yearly.     Owing  to  the  fact,  as  shown  on  page  21, 
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that  about  1.84  tons  of  Bessemer  ore  are  required  to  produce  a  ton  of 
Bessemer  pig  iron,  1 ,000,000  tons  of  ore  would  produce  544,500  tons  oi 
pig  iron.  Some  rail  and  other  scrap,  however,  could  be  used  with  such 
pig  iron  in  the  manufacture  of  rails.  It  would  require  about  105  to 
106  tons  of  such  mixture  of  pig  iron  and  scrap  to  make  100  tons  of 
ingots,  and  about  1.31  tons  of  ingots  to  make  100  tons  of  rails.  In  the 
manufacture  of  rails,  however,  there  would  be  a  large  amount  of  scrap, 
a  part  of  wliich  could,  as  just  explained,  be  used  in  the  manufacture  of 
ingots  (the  remainder  being  sold  or  used  elsewhere  in  the  works).  On 
this  basis,  544,500  tons  of  pig  iron  together  with  the  amount  of  scrap 
which  could  be  reworked,  would  produce,  roughly,  555,000  tons  of  rail 
ingots,  and  from  425,000  to  430,000  tons  of  Bessemer  steel  rails. 
These  computations  are  necessarily  approximate,  depending  some- 
what upon  mill  practice.  The  Bureau  has  based  its  later  calculations 
on  tlie  lower  figure,  425,000  tons. 

As  stated,  such  a  plant  as  that  in  question  would  require  an  annual 
ore  supply  of,  roughly,  1,000,000  tons.  Without  attempting  to  fix 
upon  what  is  a  proper  reserve  supply,  a  period  of  30  years  may  be 
taken  as  a  fair  basis  for  this  discussion.  Figuring  on  this  basis  such  a 
concern  would  require  an  ore  reserve  of  approximately  30,000,000 
tons.  Tlie  length  assumed  for  the  reserve  period  would  of  course  have 
a  direct  l)earing  on  the  final  result. 

In  the  case  of  coke  there  would  be  required  to  produce  the  pig  iron 
(544,500  tons)  necessary  for  this  production  of  rails  yearly  an  annual 
supply  of  approximately  629,500  tons.  As  the  yield  of  good  coking 
coal  is  about  67  per  cent  in  coke,  such  a  coke  supply  would  call  for  an 
annual  suppl}^  of  coal  of  939,000  tons;  on  this  basis  a  30 years'  supply 
would  be  28,170,000  tons. 

In  the  case  of  limestone  rather  less  than  half  a  ton  is  required  to 
produce,  a  ton  of  pig  iron.  The  annual  supply  of  limestone  needed 
would  be  about  250,000  tons,  and  a  30  years'  supply,  roughly, 
7,500,000  tons. 

In  this  computation  the  Bureau  has  not  included  anything  for  trans- 
portation investment  in  railroad,  steamship,  or  dock  facilities,  be- 
cause the  ownership  of  such  facilities  and  especially  railroads  by  a 
steel  concern  is  an  exceptional  rather  than  a  normal  condition; 
accordingly,  the  investment  finally  arrived  at  v.n.\l  be  compared  Anth 
the  average  profits  for  1902  to  1906,  as  shown  by  the  margin  be- 
tween price  and  cost  exclusive  of  transfer  profits  only. 

Having  arrived  at  the  total  quantities  of  the  various  raw  and  inter- 
mediate materials  required  for  the  production  of  425,000  tons  of 
rails  per  year,  the  fixed  investment  in  these  various  stages  will  now 
be  considered.  An  allowance  for  working^  capital  will  be  made  at 
one  point  instead  of  distributing  it  to  the  various  antecedent  stages 
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Section  2.  Approximate  investment  required  in  raw  materials. 

Lake  ore. — As  above  shown,  the  rail  plant  here  under  considera- 
tion has  been  allowed  a  reserve  of,  roughly,  30,000,000  tons  of  Lake 
Superior  ore.  From  what  is  said  in  Chapter  IX,  it  is  reasonably 
certain  that  an  estimate  of  $0.10  to  $0.15  per  ton  for  ore,  taking 
a  reserve  comprising  both  leasehold  and  fee  properties,  would  be 
sufficiently  large.  This  is  on  the  basis  of  estimated  values  for  the 
period  1902  to  1906  and  not  on  what  ore  might  cost  a  new  concern 
about  to  enter  the  steel  business  at  present.  Such  an  estimate  would 
include  improvements,  as  well  as  the  ore  and  the  leaseholds  themselves; 
but,  as  just  pointed  out,  it  would  not  include  anything  for  working 
capital.  On  this  basis,  the  total  ore  body  under  consideration,  in- 
cluding improvements,  would  represent  an  investment  of  from 
$3,000,000  to  $4,500,000. 

It  should  be  noted  that,  inasmuch  as  this  discussion  relates  to  a 
plant  making  Bessemer  steel  rails,  it  would  be  necessary  to  have  a 
supply  of  Bessemer  ore,  and  that  in  order  to  acquire  a  reserve  of 
30,000,000  tons  of  Bessemer  ore  in  the  Lake  region  it  would  probably 
be  necessary  to  make  purchases  of  mining  lands  which  would  contain 
a  large  amount  of  other  ore.  However,  whUe  only  the  total  invest- 
ment required  for  a  Bessemer  rail  plant  is  here  under  discussion,  this 
should  be  regarded  as  a  part  of  a  larger  integrated  enterprise.  Con- 
sequently, non-Bessemer  ores  which  might  be  incidentally  acquired 
by  such  a  concern  in  order  to  get  a  Bessemer  ore  supply  for  its  raH 
plant  would  be  available  for  the  production  of  other  iron  and  steel 
products.  Hence,  it  would  not  be  proper  to  charge  the  cost  of  ac- 
quiring these  non-Bessemer  ores  against  the  Bessemer  rail  plant. 

CoNNELLSviLLE  COKE. — The  average  fixed  investment  of  the  Steel 
Corporation  in  coking  coal  and  coke  property,  as  computed  by  the 
Bureau  for  the  period  1901  to  1910,  was  $8.37  per  ton  of  coke  pro- 
duced, this  investment  covering  coke  ovens  and  mining  improvements, 
as  well  as  a  very  large  supply  of  choice  Connellsville  coking  coal.  This 
investment  is  undoubtedly  too  high  to  be  representative  of  conditions 
generally.  Taking  the  large  steel  companies  as  they  are  at  present 
organized,  it  is  reasonable  to  assume  that  the  ConnellsvUle  coking 
coal  has  not  cost,  on  the  average,  over  $1,000  to  $1,200  per  acre, 
and  the  original  cost  of  the  Steel  Corporation's  coking  coal  to  its 
principal  coke  subsidiary  (the  H.  C.  Frick  Coke  Co.)  was  very  much 
less  than  this.  However,  as  the  H.  C.  Frick  Coke  Co.  had  acquired  a 
.  large  proportion  of  its  present  holdings  of  coking  coal  land  long  before 
the  Steel  Corporation  was  organized,  the  low  figures  of  earlier  years 
can  not  be  fairly  used  in  this  computation. 

As  a  rough  average,  the  yield  of  good  CoimeUsville  coking  coal  per 
acre  may  be  set  at  about  10,000  tons. 
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On  this  basis  an  average  investment  of  $1,200  per  acre  would  be 
equivalent  to,  roughly,  $0.12  per  ton.  However,  there  is  a  large 
supply  of  less  expensive  coking  coal,  such,  for  instance,  as  that 
from  the  Pocahontas  district,  which  is  entirely  satisfactory  for 
blast  furnace  coke.  Assuming  that  a  large  steel  concern  would 
have  some  of  this  coal  as  well  as  that  in  the  Connellsville  district,  the 
Bureau  is  of  the  opinion  that  an  average  cost  of  from  $0.10  to  $0.12 
per  ton  for  a  reserve  of  coking  coal  would  be  reasonable.  For  the 
28,170,000  tons  of  coking  coal  required  in  the  case  of  the  plant 
here  discussed,  this  would  mean  a  total  investment  in  coking  coal  of 
from  $2,817,000  to  $3,380,000.  To  this  should  be  added  the  mvest^ 
ment  required  in  mining  improvements,  equipment,  and  miscel- 
laneous facilities,  which  may  be  roughly  placed  at  from  $1,000,000 
to  $1,500,000.  The  investment  in  an  ordinary  coke  oven  may  be 
placed  at  from  $750  to  $1,000  per  oven,  or,  say,  from  about  $1.50  to 
$2  per  ton  of  coke  produced.  On  this  basis  it  would  require  an  oven 
investment  of,  roughly,  $1,000,000  to  $1,500,000  to  produce  the 
annual  output  of  629,500  tons  of  coke  here  assumed  to  be  necessary. 

Steam  coal  oe  gas. — Some  large  steel  companies  purchase  their 
supply,  or  the  bulk  of  their  supply,  of  steam  and  heating  coal,  or  have 
natural-gas  properties  to  furnish  the  necessary  fuel.  Others  mine 
their  own  coal,  and  therefore  an  allowance  for  such  a  supply  may  be 
included  in  this  computation.  For  a  plant  producing  425,000  tons 
of  steel  rails  yearly,  and  not  having  natural-gas  property,  the 
annual  requirements  of  such  coal  would  probably  be  in  the  neigh- 
borhood of  150,000  tons.  A  30  years'  supply  on  this  basis  would  be 
4,500,000  tons.  The  cost  of  such  supply,  including  necessary  im- 
provements and  equipment,  may  be  roughly  approximated  at 
$500,000  to  $1,000,000,  according  to  the  location,  quality,  and  other 
conditions.     A  considerable  part  of  this  would  be  for  improvements. 

In  the  case  of  concerns  having  a  supply  of  natural  gas,  the  invest- 
ment would  probably  be  somewhat  less.  For  the  purpose  of  this  dis- 
cussion, however,  the  foregoing  estimates  of  from  $500,000  to 
$1,000,000  may  be  regarded  as  covering  this  fuel  supply  for  power 
and  heating  purposes,  regardless  of  whether  coal  or  gas  was  employed. 

Limestone. — The  investment  in  limestone  property  is  compara- 
tively small  per  ton  of  output.  The  cost  of  a  limestone  quarry  which 
would  yield  the  above  noted  annual  requirement  (250,000  tons)  for  a 
30-year  period  may  be  safely  estimated  at  from  not  more  than  $75,000 
to  $150,000. 
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Section  3.  Approximate  investment  required  in  manufacturing  plants. 

Blast  furnaces. — For  the  determination  of  an  average  investment 
in  blast  furnaces  per  ton  of  production,  the  Bureau  had  very  complete 
data.  As  stated  in  Part  I,  it  obtained  from  the  Steel  Corporation  a 
detailed  schedule  of  all  of  its  manufacturing  properties  as  of  January  1, 
1908,  this  distinguishing  real  estate  from  plants,  and,  moreover,  list- 
ing each  particular  kind  of  plant,  as,  for  instance,  blast  furnaces, 
Bessemer  works,  roUing  mills  for  each  kind  of  rolled  product,  as  well 
as  auxiliary  plants  (such  as  power  plants,  shops,  and  pumping 
plants)  separately.  Owing  to  the  fact  that  the  real  estate,  as  well 
as  considerable  of  the  miscellaneous  property,  such  as  auxihary  plants, 
had  to  be  distributed  among  the  different  manufacturing  depart- 
ments, it  was  necessary  to  make  some  approximations  and  allocations 
of  a  more  or  less  arbitrary  character.  It  was  possible  to  arrive  at 
very  close  figures  for  the  construction  cost  of  blast  furnaces  and  ac- 
cessory plants,  taking  conditions  as  they  actually  existed.  The 
real-estate  valuations,  however,  presented  a  more  serious  problem. 
A  considerable  number  of  blast-furnace  plants  of  the  Steel  Cor- 
poration are  located  on  very  valuable  sites,  and  in  distributing  the 
total  site  among  the  various  departments  of  the  steel  works  a  very 
considerable  acreage  was  necessarily  allocated  to  the  blast-furnace 
plant.  In  several  instances  the  land  valuations  averaged  from 
120,000  an  acre  upward.  The  original  cost  of  this  land  was,  of 
course,  very  much  less,  and  it  is  a  fair  question  how  far,  in  comput- 
ing the  investment  required,  the  enhanced  valuation  now  claimed 
should  be  allowed.  Since,  however,  the  Bureau  is  endeavoring  to 
arrive  at  a  result  which  wiU  substantially  represent  actual  condi- 
tions, it  was  deemed  proper  to  include  these  plants  with  very  high 
values  of  real  estate  with  those  built  on  much  less  expensive  sites  in 
arriving  at  a  general  average. 

While  it  is  impracticable  in  this  report  to  present,  or  even  to 
describe,  in  detail  the  Bureau's  computations,  it  is  believed  that  the 
results  arrived  at  fairly  represent  the  facts  as  submitted  to  the 
Bureau.  It  is  probable,  however,  that  the  resulting  averages  are 
somewhat  too  high  because  of  the  very  high  values  for  real  estate  just 
discussed.  Nevertheless,  such  figures  of  actual  investment  are  far 
more  conclusive  than  engineers'  estimates,  which,  however  carefully 
made  as  to  plants,  would  necessarily  be  exceedingly  arbitrary  as  to 
plant  sites. 

As  above  stated,  the  Bureau  worked  from  actual  production  rather 
than  capacity,  and  for  this  purpose  it  took  the  average  actual  output 
for  1905  and  1906.  These  were  both  years  of  large  production,  and 
it  seemed  fair  to  use  these  two  years,  the  production  for  1907  for  these 
plants  severally  not  being  available,  though  about  the  same  as  in  1906. 
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It  was  not  desirable  to  use  the  low  production  of  1904  in  computing 
the  average  investment  per  ton.  On  this  basis  blast-furnace  plants 
of  the  Steel  Corporation  representing  an  average  annual  production 
for  the  two  years  1905  and  1906  of  nearly  10,000,000  tons  of  pig  iron, 
or  practically  the  total  output  of  the  Corporation  in  those  years, 
showed  an  average  investment  per  ton  of  $10.75.  The  valuations  for 
individual  plants  showed,  of  course,  a  very  wide  range — roughly,  from 
$4  to  $16  per  ton.  The  average  valuation  for  furnaces  of  several 
other  companies  with  a  total  average  production  in  these  years  of 
about  1,000,000  tons  was  somewhat  lower,  at  $10.05. 

Taking  all  the  circumstances  into  consideration,  the  Bureau  is  of  the 
opinion  that  for  a  rather  close  approximation  a  range  of  from  $8.50 
to  $11.50  par  ton  is  a  reasonable  one.  On  this  basis  the  investment 
in  blast  furnaces  required  to  produce  544,500  tons  of  pig  iron  (the 
amount  which,  as  above  shown,  would  be  necessary — in  addition 
to  scrap — to  produce  425,000  tons  of  Bessemer  steel  rails  aimually) 
would  be  from  $4,628,000  to  $6,262,000. 

Bessemer  steel  works. — The  investment  in  Bessemer  steel  con- 
verting plants  per  ton  of  product  was  comparatively  small,  including 
its  fair  proportion  of  accessory  plants  and  of  real  estate.  Actual 
average  figures  computed  in  substantially  the  same  way  as  for 
blast  furnaces  for  41  different  Bessemer  steel  converters,  with  an 
average  annual  tonnage  in  1905  and  1906  of  nearly  8,000,000  tons, 
showed  an  average  investment  of  $1.85,  with  an  extreme  range  of 
from  $1.11  to  $3.45.  As  an  approximation  this  average  investment 
may  fairly  be  placed  at  from  $1.50  to  $2.50  per  ton.  As  above 
shown,  the  Bessemer  works  should  produce,  roughly,  555,000  tons 
of  ingots  yearly  in  order  to  provide  for  a  production  of  425,000  tons 
of  steel  rails.  On  this  basis  the  investment  required  in  Bessemer 
works  would  be  from  $832,500  to  $1,387,500. 

Rail  mill. — The  approximate  investment  in  the  steel-rail  mill,  in- 
cluding blooming  mill,  besides  accessory  plants  and  a  due  propor- 
tion of  real  estate  for  all  of  these,  on  the  basis  of  the  data  obtained 
from  the  Steel  Corporation  and  some  other  large  companies,  compared 
with  the  average  annual  output  for  1905  and  1906  (2,250,000  tons,  or 
roughly  65  per  cent  of  the  total  production  of  the  country),  showed 
an  average  of  $8.12  per  ton.  To  use  a  range,  however,  the  invest- 
ment may  fairly  be  placed  at  from  $7.50  to  $10  per  ton  of  production. 

Section  4.  Average  allowance  for  working  capital. 

The  foregoing  investment,  it  should  be  remembered,  is  for  plant  and 
property  only,  and  does  not  include  working  capital.  The  Bureau  has 
placed  the  average  amount  of  working  capital  required  by  a  con- 
cern completely  integrated  with  respect  to  raw  materials  and  all 
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stages  of  manufacture  (but  excluding  railroad,  vessel,  and  dock 
facOities)  at  not  over  $15  to  $22.50  per  ton  of  steel  rails.  The 
average  investment  of  the  Steel  Corporation  in  current  assets  per 
ton  of  all  finished  steel  products  for  the  entire  period  1901  to  1910 
was  almost  exactly  $22.50.  This  does  not  take  account  of  the  Cor- 
poration's production  of  Portland  cement  ov  of  some  minor  products, 
such  as  spelter  and  sulphate  of  iron,  the  inclusion  of  which  would,  of 
course,  have  reduced  the  per  ton  average  somewhat.  The  Steel 
Corporation,  however,  carries  very  large  inventories  of  ore.  More- 
over, it  carries  a  very  large  amount  of  cash  in  banks.  The  average 
amount  of  cash  at  the  close  of  each  year  from  1901  to  1910  was, 
roughly,  $58,000,000.  This  cash  item  reduced  to  a  per  ton  basis  is 
considerably  higher  than  the  average  for  the  ordinary  large  iron  and 
steel  concern. 

The  average  net  current  assets  for  the  tlu-ee  of  the  largest  com- 
petitors of  the  Steel  Corporation  (the  Lackawarma  Steel  Co.,  the 
Cambria  Steel  Co.,  and  the  Jones  &  Laughlin  Steel  Co.),  per  ton  of 
finished  steel  products,  over  a  period  of  several  years,  included  within 
the  period  1901  to  1910  (representative  data  for  the  entire  period  not 
being  available  because  of  reorganizations  or  changes  in  scope  of 
operations),  ranged  from  $15  to  $19  per  ton.  One  reason  for  the 
higher  average  for  the  Steel  Corporation  is  that  the  Bureau  did  not 
make  any  deduction  on  account  of  worldng  assets  employed  in  trans- 
portation. 

These  averages  are  for  all  finished  steel  products  collectively, 
whereas  the  amounts  of  working  capital  required  in  the  production 
of  different  products  vary  considerably.  The  average  working  capi- 
tal required  by  a  completely  integrated  concern  in  the  production  of 
steel  rails  would  be  considerably  less  than  for  several  other  finished 
steel  products  of  a  more  elaborated  character,  and  rather  less,  it  is 
believed,  than  the  average  for  all  steel  products  collectively.  In  this 
rough  approximation  in  this  preliminary  report,  however,  it  is  unnec- 
essary to  enter  into  refinements  and  to  attempt  a  distribution  of  work- 
ing capital  between  different  products.  Such  an  allocation  would  be 
more  or  less  arbitrary  under  any  circumstances.  The  Bureau  has, 
therefore,  used  the  general  averages  obtained  for  all  products  for 
representative  companies,  namely,  $15  to  $22.50  per  ton,  as  applicable 
to  the  production  of  steel  rails,  although  it  is  reasonably  certain  that 
the  higher  figure  is  considerably  more  than  is  actually  necessary. 

Section  6.  Indicated  rates  of  profit  on  basis  of  1902-1906  costs. 

On  the  foregoing  basis  the  total  average  investment  in  fixed  prop- 
erty required  to  produce  a  ton  of  steel  rails,  with  a  plant  capable  of 
an  aimual  production  of  425,000  tons,  including  working  assets  at 
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from  $15  to  $22.50  per  ton,  would  be  approximately  $55  to  $80  per 
ton.     This  will  appear  from  the  following  summary : 

Table  40— APPKOXIMATE  INVESTMENT  IN  RAW  MATEKIALS  (ON  BASIS  OF  30  YEARS' 
SUPPLY)  AND  IN  PLANTS  AND  WORKING  CAPITAL  REQUIRED  TO  PRODUCE  A 
TON  OF  BESSEMER  STEEL  RAILS. 

[Calculations  based  on  a  plant  with  an  annual  production  of  426,000  tons  of  Bessemer  standard  rails 
and  using  Lake  ore  and  chielly  ConnellsTille  coke.  No  investment  in  transportation  facilities  is  here 
included.] 


Lake  ore,  including  mine  im- 
provements   

Coking  coal 

Mine  improvements,  equipment, 
and  coke  ovens 

Limestone 

Coal  or  gas  for  heating  and  steam, 
including  improvements 

Blast  fumades  and  accessory 
equipment 

Bessemer  steel  works  and  acces- 
sory equipment 

Rail  mill,  blooming  mill,  and 
accessory  equipment 

Working  capital  2 


Annual 
average 
require- 
ment. 


Gross  tons. 
1,000,000 
1939,000 


Gross  tons. 
30,000,000 
128,170,000 


250,000 


544,500 
555,000 
425,000 


Total. 


Thirty 
years' 
supply. 


$0.10-10.15 
10-    .12 


7,500,000 


Approxi- 
mate in- 
vestment 
per  ton. 


Approximate  invest- 
ment (total). 


8.50-11.50 
1.50-  2.60 
7.50-10.00 


I3,000,000-S4,500,000 
2,817,000-  3,380,000 

2,000,000-  3,000,000 
76,000-      150,000 

500,000-  1,000,000 

4, 628,000-*,  262, 000 

832,600-  1,387,500 

3,187,600-  4,250,000 
6,375,000-  9,662,500 


23,415,000-33,492,000 


Invest- 
ment per 
ton  of  rails 
produced. 


$7.06-$10.59 
6.63-7.95 

4.70-7.06 
.18-    .35 

1.17-  2.35 

10.89-14.73 

1.96-3.27 

7.50-10.00 
15,00-22.50 


55.09-78.80 


1  Net  tons. 

2  This  working  capital  covers  the  entire  business  of  producing  rails  from  the  ore  up. 

It  should  be  understood,  of  course,  that  the  above  computations 
are  more  or  less  approximate.  In  particular,  it  may  be  pointed  out 
that  differences  in  mill  practice  might  have  some  influence  on  the 
investment  in  blast  furnaces  and  in  Bessemer  works.  The  Bureau  is 
of  the  opinion,  however,  that  the  range  in  wliich  its  final  results  are 
stated  is  sufficiently  broad  to  take  account  of  any  probable  variations 
in  this  respect. 

With  tliis  information  it  is  possible  to  have  some  idea  of  the  sig- 
nificance of  the  profits  on  steel  rails.  Thus  the  price  of  standard  Bes- 
semer steel  rails  has  been  fixed  at  $28  per  ton  ever  since  the  Steel 
Corporation  was  organized.  The  average  cost  of  steel  rails  for  1902 
to  1906,  as  shown  on  page  66,  this  making  no  deduction  for  transpor- 
tation profits,  was  $18.80  per  ton.  Tliis  leaves  a  profit  to  be  distrib- 
uted over  all  stages  of  investment  of  $9.20  per  ton.  On  the  basis  of 
$55  per  ton  for  this  investment  such  a  profit  would  be  equivalent  to 
16.7  per  cent,  while  on  the  basis  of  $80  per  ton  for  the  investment  it 
would  be  equivalent  to  11.5  per  cent. 

It  should  be  repeated  that  the  foregoing  computations  are  neces- 
sarily rough  and  tentative.     They  serve,  however,  to  illustrate  the 
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poipt  repeatedly  emphasized  throughout  this  report,  that  in  deahng 
with  integration  cost  figures — that  is,  cost  figures  exclusive  of  any. 
intercompany  or  interdepartmental  profits — it  is  necessary  to  keep 
constantly  in  mind  the  greater  investment  to  which  such  cost  figures 
correspond.  It  should  also  once  more  be  repeated  that  the  question 
of  output  so  vitally  affects  the  average  investment  when  reduced  to  a 
per  ton  basis  that  the  possibilities  of  variation  are  very  great.  It  is 
beheved,  however,  that  the  range  of  from  $55  to  $80  per  ton  here 
arrived  at  is  fairly  representative  of  existing  conditions.  An  allowance 
of  $80  per  ton  is,  however,  undoubtedly  high. 

These  calculations,  therefore,  indicate  that  a  price  of  $28  per  ton 
for  steel  rails  has  been  a  highly  remunerative  one.  The  price  pohcy 
of  large  steel  companies  with  respect  to  steel  rails  has,  moreover, 
been,  on  the  whole,  rather  more  conservative  than  their  policy  with 
respect  to  many  other  finished  steel  products. 

It  should  also  be  noted  that  in  the  case  of  an  exceptionally  well- 
integrated  concern  like  the  Steel  Corporation,  with  extensive  railroad 
facilities  as  well  as  a  large  ore  fleet,  the  return  would  be  still 
greater.  Thus  the  integration  cost  for  the  Steel  Corporation  for  the 
year  1910,  this  excluding  the  profit  on  transportation  facilities  as  well 
as  transfer  profits  (but  approximating  the  additional  costs  in  the 
manjier  noted  on  p.  119),  was  only  $16.67  per  ton.  This  leaves  a 
profit  from  the  fixed  -price  of  $28  for  steel  rails  of  no  less  than 
$11.33  per  ton.  The  investment,  on  the  other  hand,  would  bo 
greater  than  that  above  given,  because  of  the  inclusion  of  the  trans- 
portation facilities.  Without  entering  into  any  computations  on  thio 
point,  it  is  evident,  in  view  of  the  excessive  profits  on  transportation, 
that  the  profit  of  the  Steel  Corporation  on  standard  Bessemer  rails 
on  the  basis  of  its  1910  integration  costs,  and  allowing  for  this  addi- 
tional investment,  would  be  considerably  higher  than  the  foregomt; 
range  of  from  11.5  to  16.7  per  cent  averaged  for  the  Steel  Corporation 
and  some  other  large  companies  combined,  based  on  transfer  profits 
only. 


CHAPTER  IX. 

IMPORTANT  BEARING  OF  ORE  PROFITS  ON  COSTS  AND  PROFITS 
FOR  FINISHED  PRODUCTS  AND  ON  COMPETITION. 

Section  1.  Evidence  that  profit  on  ore  is  excessive. 

A  comprehensive  study  of  costs  in  relation  to  investment,  as 
already  stated,  is  not  practicable  at  this  time.  Such  a  study,  of  course, 
should  also  include  a  comparison  of  costs  with  the  actual  prices  real- 
ized. In  the  full  text  of  the  report  it  is  intended  to  take  up  this 
matter  in  such  fashion  as  to  indicate  for  at  least  some  of  the  leading 
products  the  rate  of  return  derived  from  prices  realized,  although, 
owing  to  the  great  variety  of  conditions  under  which  the  business  of 
different  companies  is  conducted,  any  comparison  of  costs  and  profits 
with  investment  must  necessarily  be  somewhat  approximate. 

As  repeatedly  pointed  out,  the  mere  statement  of  costs  of  produc- 
tion, whether  before  or  after  the  elimination  of  intercompany  profits, 
is  of  very  Uttle  value  in  judging  the  reasonableness  of  prices  or  profits 
by  products  without  first  obtaining  a  more  or  less  definite  idea  of  the 
investment  employed  or  required  in  the  business.  If  the  conditions 
and  prices  tliroughout  the  entire  industry  were  competitive,  and  the 
transfer  prices  of  ore,  coke,  and  other  materials  in  an  integrated 
concern  were  never  charged  into  the  next  succeeding  process  at  more 
than  the  open-market  price,  the  margin  between  the  final  cost  so 
obtained  and  the  selling  price  would  be  of  some  service.  Allien,  how- 
ever, arbitrary  transfer  or  noncompetitive  market  prices  are  used,  the 
margin  between  such  cost  and  the  selling  price  can  not  have  any  pre- 
sumptive claim  to  be  the  real  margin  of  profit.  On  the  other  hand, 
when  all  intermediate  profits  are  eliminated,  the  margin  between  such 
a  net  cost  and  selhng  price  must  cover  a  number  of  different  stages 
of  production,  and  before  judging  whether  this  margin  is  reasonable 
or  not  it  is  necessary  to  measure  the  investment  required. 

It  is  desirable,  however,  at  this  time  to  point  out  one  vitaUj'  im- 
portant factor  in  the  situation,  namely,  the  bearing  of  ore  costs  and 
ore  profits  upon  costs  and  profits  for  succeeding  products.  It  has 
already  been  clearly  shown  that  the  cost  of  raw  materials,  and  par- 
ticularly the  cost  of  ore,  is  a  factor  of  cumulatively  increasing  sig- 
nificance in  the  successive  stages  of  iron  and  steel  manufacture.  TMs 
is  due  to  the  fact  that  nearly  two  tons  of  ore  are  required  to  make 
a  ton  of  pig  iron,  and,  in  turn,  that  in  the  conversion  of  pig  iron  into 
steel  there  is  some  waste,  and  so  on  through  the  successive  processes. 
132 
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If,  therefore,  the  profit  on  ore  itself  be  unreasonable,  it  is  obvious 
that  this  factor  becomes  increasingly  important  in  relation  to  the  costs 
and  prices  of  finished  iron  and  steel  products. 

It  is  possible  that  finished  products  might  be  sold  under  keen  com- 
petition at  prices  so  low  that  unreasonable  antecedent  profits  of  an 
integrated  concern  on  ore  would  be  neutrahzed.  But  if  the  price  of  a 
finished  product  as  compared  with  book  cost  is  sufficient  to  leave  a 
reasonable  margin  for  the  investment,  that  margin  may  prove  to  be 
grossly  excessive  when  the  unduly  large  antecedent  profits  on  ore 
(or  any  other  material)  are  taken  account  of.  This  consideration 
assumes  added  importance  because  of  the  fact,  to  be  discussed  in  a 
subsequent  part  of  this  report,  that  prices  of  iron  and  steel  products 
have  not  been  established  by  free  and  natural  competitive  conditions, 
but  on  the  contrary  have,  to  a  large  extent,  been  artificially  controlled 
by  price  agreements  and  understandings  of  a  more  or  less  formal 
character. 

In  order  to  reach  defmite  conclusions  on  this  point  it  would  be 
necessary  to  present  information  as  to  prices  realized  from  the  sale  of 
finished  products  and  extensive  data  as  to  investment.  These 
matters  can  not  be  taken  up  at  this  time.  It  is,  however,  important 
to  poiat  out  here  that  excessive  profits  on  ore  have  a  very  great  signifi- 
cance to  steel-making  concerns  which  purchase  their  ore  instead  of  pro- 
ducing it.  Obviously,  if  the  price  of  ore  at  lower  Lake  ports  is  kept 
at  a  figure  which  includes  an  undue  profit,  it  tends  to  handicap  compe- 
tition by  forcing  those  iron  and  steel  concerns  which  do  not  produce 
their  own  supply  to  pay  excessive  prices  for  this  principal  raw  mate- 
rial, and  thus  reduces  their  efficiency  as  competitors  in  the  steel 
market. 

It  is  highly  important,  therefore,  to  determine,  if  only  in  an  approxi- 
mate way,  whether  the  profit  on  ore  has  been  in  excess  of  a  reasona- 
ble profit. 

In  this  comparison  it  will  be  desirable  to  refer  at  first  only  to  the 
transfer  profits  on  ore,  and  not  to  both  the  transfer  and  transporta- 
tion profits  combined,  since  the  latter  were  obtained  substantially  by 
only  one  concern — the  Steel  Corporation. 

As  already  shown,  the  average  cost  (without  deducting  anything 
for  transportation  profit)  of  Lake  ore  delivered  at  lower  Lake  ports 
for  the  period  1902  to  1906  was  $2.64  per  ton.^  The  average  transfer 
profit  on  this  ore  over  and  above  the  cost  for  the  same  period  was 
$0.66  per  ton.  This  alone  is  very  suggestive  of  an  abnormal  profit. 
However,  a  fairer  comparison  is  to  contrast  this  profit,  not  with  the 
cost  at  lower  Lake  ports,  which  included,  on  the  average,  $1.41  of 
rail  and  Lake  freight,  but  with  the  mine  cost  plus  certain  general 

I  The  average  cost  for  this  period  as  shown  by  the  profit  and  loss  statements,  however,  was  $2.67  per 
ton.    (See  p.  18.) 
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charges,  which  together  aggregated  S1.23.  (See  p.  16.)  It  will  be 
seen  that  the  profit  of  $0.66  per  ton  was  over  53  per  cent  of  the 
mine  cost.  Of  course,  the  true  significance  of  profits  can  not  be 
determined  from  their  relation  to  costs,  but  must  be  compared  with 
investment.  Nevertheless,  such  a  rate  of  profit  per  ton  in  ordinary 
mining  is  a  rather  strong  indication  that  the  profits  were  excessive. 

The  real  test  is  obtained  by  comparing  this  profit  per  ton  with  the 
investment  per  ton  in  ore  property.  On  this  point  precise  data  can 
not  be  presented,  but  it  is  possible  to  present  convincing  arguments 
of  a  general  character. 

Comparison  of  transfer  profit  on  ore  with  investment. — As 
a  first  step  it  is  necessary  to  determine  upon  the  investment  required 
to  produce  a  to  a  of  ore  in  the  Lake  region.  Taking  first  the  invest- 
ment of  the  Steel  Corporation,  it  will  be  recalled  that  in  Part  I  the 
value  of  the  Corporation's  ore  property  in  1901,  including  the  im- 
provements, was  computed  by  the  Bureau  (on  a  liberal  basis  through- 
out) at  $100,000,000,  and  that  accepting  this  as  the  equivalent  of 
the  investment  at  that  time  and  adding  the  subsequent  investment 
in  Lake-ore  property  there  was  obtained  a  total  investment  (not  valu- 
ation) at  the  close  of  1910  of  roughly  $134,000,000.  The  average 
investment  for  the  ten-year  period  on  this  basis  was  $116,807,884. 
The  Corporation's  average  production  of  Lake  ore  for  this  ten-year 
period  was  17,648,889  tons.  This  gives  an  average  ore  investment 
in  fixed  property  per  ton  of  ore  produced  of  $6.62.  The  investment 
in  current  assets  in  its  ore  mining  was  not  obtained  for  the  entire 
period,  but  from  data  for  the  years  1905  and  1910,  which  are  believed 
to  be  representative,  it  appears  that  this  investment  was  approx- 
imately $1  per  ton.  The  total  investment  of  the  Steel  Corporation  ia 
Lake-ore  properties,  including  working  capital,  per  ton  of  production 
for  the  ten-year  period  may  therefore  be  computed  at  $7.50  to  $7.75 
per  ton. 

On  this  basis  a  profit  of  $0.66  per  ton  would  be  equivalent  to 
about  9  per  cent.^  However,  such  a  calculation  is  immediately 
ruled  out  of  consideration,  for  the  reason  that  the  average  invest- 
ment of  $7.50  per  ton  thus  arrived  at  is  undoubtedly  ia  excess  of  a 
necessary  or  normal  iavestment. 

In  the  first  place,  the  Bureau's  valuation  of  $100,000,000  for  the 
Corporation's  ore  property  in  1901  was  shown  to  have  been  computed 
on  a  very  liberal  basis  throughout,  and  could  easily  have  been  scaled 
down  somewhat.  Thus,  as  shown  on  page  232  of  Part  I,  the  Bureau's 
computations  pointed  to  a  valuation  of  not  over  $90,000,000.  Indeed, 
this  figure  was  reached  only  after  very  liberal  allowances  for  the  value 
of  both  fee  and  leasehold  property.  Wliile  on  account  of  the  vast 
figures  of  investment  there  dealt  with  and  because  only  a  rough  com- 

1  It  should  be  noted  that  this  profit  of  $0.66  was  an  average  for  several  concerns,  and  not  the  profit  of 
the  Steel  Corporation  alone. 
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parison  of  investment  with  capitalization  was  then  attempted,  it  wag 
deemed  proper  to  allow  a  round  $100,000,000  for  the  Corporation's 
ore  property,  it  does  not  follow  that  such  a  valuation  should  be 
accepted  in  the  present  more  particular  computations  of  investment 
per  ton  in  relation  to  definite  profits. 

A  second,  and  exceedingly  important,  factor  is  that  the  Steel 
Corporation  has  undoubtedly  adopted  a  policy  of  securing  control  of 
an  unnecessarily  large  amount  of  ore  property.  There  can  be  no 
doubt  that  as  the  iron  and  steel  industry  is  at  the  present  time  con- 
ducted the  acquisition  of  extensive  reserves  of  ore  by  steel  concerns 
is  a  logical,  natural,  and  possibly  desirable  development.  This  means, 
of  course,  that  these  steel  companies  are  carrying  a  large  amount  of 
ore  property  which  is  idle,  and  part  of  which  will  be  idle  for  many 
years.  However,  as  shown  in  Part  I  of  this  report,  a  disposition  was 
clearly  apparent  in  the  operations  of  the  Steel  Corporation  to  acquire 
unduly  large  reserves.  This  was  evidenced  by  its  poHcy  from  the  very 
beginning,  and  particularly  by  its  lease  of  the  Great  Northern  ore 
properties  at  an  extraordinarily  high  royalty  and  under  onerous  con- 
ditions. This  view,  moreover,  is  strongly  confirmed  by  the  recent 
announcement  of  the  Corporation  of  its  cancellation  of  this  lease 
effective  January  1,  1915.  However,  nothing  was  included  in  the 
Bureau's  computation  in  Part  I  of  the  investment  in  ore  property 
for  this  Great  Northern  lease  except  for  certain  development  ex- 
penditures. But  aside  from  this  Great  Northern  ore,  the  Steel 
Corporation  at  the  close  of  1910  had  fully  1,200,000,000  tons  of 
other  ore  in  the  Lake  region.  This  would  be  equal  to  at  least  a 
fifty  years'  supply  at  the  present  rate  of  consumption.  While  the 
increasing  demand  for  iron  and  steel  products  in  this  country  would 
point  to  an  increasing  rate  of  consumption,  it  must  be  remembered 
that  there  is  a  counteracting  tendency  of  considerable  importance, 
namely,  the  use  of  an  ever  increasing  stock  of  scrap  iron  and  steel 
(which  is  much  more  valuable  than  ore  for  the  manufacture  of  iron 
and  steel  products). 

There  can  be  little  doubt  that  any  such  enormous  reserves  are 
really  in  excess  of  what  the  Steel  Corporation  actually  requires  as  a 
protection  for  its  investment  in  manufacturing  plants. 

This,  it  should  be  noted,  is  aside  from  the  question  whether  it  is 
desirable  from  the  standpoint  of  public  policy  to  permit  any  one 
interest  to  secure  any  such  quantity  of  ore,  even  if  its  manufacturing 
operations  might  seem  to  require  it. 

However,  even  if  it  be  contended  that  this  is  no  more  than  a  rea- 
sonable reserve  for  the  Steel  Corporation  (although  the  Bureau  does 
not  assent  to  this),  it  is  not  reasonable  to  argue  that  the  Steel  Cor- 
poration is  justified  in  earning  the  same  rate  of  profit  on  its  investment 
in  this  enormous  amount  of  idle  ore  property  that  it  would  be  justi- 
fied in  obtaining  on  the  manufacture  of  finished  materials  where  its 
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capital  was  actively  employed.  Instead,  it  might  fairly  be  contended 
that  the  Steel  Corporation  should  not  expect  to  earn  on  the  nonpro- 
ductive portion  of  its  ore  reserves  much  more  than  the  actual  cost 
of  carrying  them,  and  perhaps  no  return  at  all. 

A  special  reason  for  this  is  that  inasmuch  as  the  Lake  Superior 
deposits  are  the  choicest  in  the  country  there  is  a  strong  probability, 
provided  present  conditions  of  concentrated  control  are  permitted, 
that  in  the  future  the  ore  in  that  region  will  have  an  enhanced  value, 
which  value  will  largely  accrue  to  the  steel  companies  that  control 
the  bulk  of  this  property.  In  other  words,  if  a  company  is  allowed  to 
speculate  in  ore  reserves,  it  ought  to  rely  on  such  speculative  increase 
in  value  to  yield  a  return  for  carrying  these  proijerties  through  the  non- 
productive period.  It  is  not  reasonable  or  proper  that  a  high  return 
should  be  earned  on  these  reserves  held  by  large  companies  while 
they  remain  undeveloped.  This  is  the  ordinary  principle  underlying 
the  speculative  holding  of  a  natural  resource.  Thus,  an  investor  who 
holds  a  plot  of  idle  land  in  the  city  for  a  speculative  rise  in  prices 
can  not  expect  to  earn  much  profit  on  it,  or,  indeed,  any  profit  on  it, 
during  the  nonproducing  period.  If  his  investment  includes  both 
actively  utilized  real  estate  and  idle  lands,  similarly  he  could  not 
reasonably  expect  to  receive  on  his  total  investment  as  high  a  rate 
of  return  as  he  would  ordinarily  expect  to  receive  on  his  utilized  prop- 
erties alone. 

Finally,  it  should  be  kept  in  mind  that  any  valuations  placed  upon 
the  Steel  Corporation's  ore  property  in  1901  were  influenced  to  a  con- 
siderable extent  by  the  marked  concentration  of  control  of  ore  prop- 
erties and  of  combinations  in  price  making  which  had  taken  place 
prior  to  the  organization  of  the  Corporation.  In  other  words,  the 
1901  valuation  can  not  be  considered  by  any  means  as  representative 
either  of  investment  cost  or  of  a  value  of  the  same  ore  properties  under 
really  competitive  conditions  of  ownership  and  operation. 

For  these  various  reasons,  therefore,  it  is  certain  that  an  investment 
of  S7.50  per  ton  of  ore  produced  would  be  too  large  to  be  representa- 
tive of  normal  conditions  in  the  industry. 

It  may  be  noted  in  this  connection  that  a  comparison  of  the  balance- 
sheet  valuations  and  ore  production  about  the  years  1905  and  1906, 
for  several  smaller  concerns  Mith  an  aggregate  annual  production  of 
roughly  3,650,000  tons,  indicated  an  average  investment  in  fixed 
property  of  $2.76,  and  an  average  investment  in  working  capital  of 
$0.45,  or  a  total  of  $3.21  per  ton  of  ore  produced.  Since,"  however, 
these  balance-sheet  valuations  are  not  themselves  conclusive  evidence 
of  value,  this  figure  can  not  be  accepted  without  reserve,  although 
it  is  probably  much  nearer  a  reasonable  figure  than  the  indicated 
valuation  of  $7.50  per  ton  for  the  Steel  Corporation  alone. 
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On  the  basis  of,  say,  $3.25  per  ton  of  output  as  the  total  required 
investment  in  ore  property  for  a  representative  steel  concern  an  aver- 
age profit  of  $0.66  per  ton  would  amount  to  over  20  per  cent. 

Another  very  rough  indication  of  the  average  investment  in  ore 
property  per  ton  of  production,  at  least  so  far  as  leased  mines  are  con- 
cerned, may  be  obtained  by  comparing  the  reported  bonus  payments 
for  a  number  of  leases  transferred  about  1902  with  the  production  of 
those  mines  in  1903.  Such  an  average  for  10  mines  shows  an  indi- 
cated investment  in  these  leaseholds,  per  ton  of  production,  of  $2.82. 
While  this  also  is  too  limited  a  basis  frona  which  t^^  draw  final  conclu- 
sions, together  w  ith  other  evidence  it  indicates  that  an  average  in- 
vestment in  leasehold  mining  property  of  $3  per  ton  of  output,  this 
including  improvements,  might  be  sufiiciently  liberal.  Adding,  say, 
$0.75  for  working  capital  would  give  a  total  investment  of  $3.75 
per  ton  of  production,  on  which  a  profit  of  $0.66  per  ton  would  be 
equal  to  17^  per  cent. 

In  Part  I  it  was  shown  that  the  maximum  price  for  fee  ore  in  the 
ground,  as  reported  to  the  Minnesota  Legislature  in  1909,  by  the 
delegation  from  St.  Louis  County  (in  which  county  the  great  bulk 
of  the  iron-ore  deposits  of  Minnesota  are  located)  was  15  cents  per 
ton.  It  was  stated,  moreover,  that  this  was  the  highest  price  ascer- 
tained after  inquiry.  Various  records  are  available  showing  transfers 
of  iron  ore  property  in  fee  from  1899  to  1902  at  prices  which  aver- 
age only  a  very  few  cents  per  ton,  and  there  is  no  doubt  that  an 
average  of  15  cents  per  ton  for  a  large  and  representative  body  of 
ore,  such  as  an  ordinary  steel  concern  would  have,  would  be  excessive 
even  for  the  fee  ore.  It  would  undoubtedly  be  much  too  high  to  be 
representative  of  leaseholds  as  they  ordinarily  run.  Assuming,  how- 
ever, that  the  average  investment  in  a  great  ore  reserve  consisting 
partly  of  fee  mines  and  partly  of  leaseholds,  and  including  improve- 
ments, would  be  as  much  as  10  cents  per  ton,  and  reckoning  on  a 
supply  equivalent  to  30  to  35  years'  requirements  of  the  steel  con- 
cern, the  indicated  investment  rated  against  the  annual  production 
would  be  30  to  35  times  this  amount,  or  $3  to  $3.50  per  ton.  This 
is  probably  a  liberal  computation.  The  average  investment  per  ton 
in  improvements  certainly  would  not  be  over  $1  per  ton,  and  an 
average  of  $0.75  per  ton  for  working  capital  would  be  sufficient.  On 
this  basis  the  total  investment  would  be  $4.75  to  $5.25  per  ton  of 
production. 

The  foregoing  rough  calculations  indicate,  therefore,  that  the 
average  investment  required  to  produce  a  ton  of  Lake  ore  for  a 
concern  carrying  a  30  or  35  years'  reserve  is  considerably  less  than 
$7.50  per  ton  and  probably  well  under  $5  per  ton.  On  the  basis  of 
$5  per  ton  an  average  profit  of  $0.66  per  ton  would  be  equal  to  about 
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13  per  cent.     On  the  basis  of  |4  per  ton  it  would  be  equal  to  16^ 

per  cent. 

Owing  to  the  uncertain  factors  in  the  problem,  instead  of  assuming 
a  definite  rate,  such  a  profit  may  be  regarded  as  equivalent  to  from  10 
to  15  per  cent,  with  the  presumption  in  favor  of  the  higher  rate. 

The  use  of  such  a  range  of  profit  percentages  instead  of  a  single 
figure  is,  moreover,  on  the  whole,  more  reasonable  when  working  from 
a  per-ton  basis  because  of  the  very  marked  changes  in  investment  per 
ton  which  may  result  from  different  tonnages  of  production.  For 
instance,  a  mine  with  a  total  investment  of  $1,000,000,  which  pro- 
duces 500,000  tons  of  ore  a  year,  would  show  an  average  investment 
of  $2  per  ton,  whereas  if  it  happened  to  produce  only  200,000  tons 
the  investment  would  amount  to  $5  per  ton.  Of  course,  average 
figures  tend  to  eliminate  extreme  results ;  nevertheless,  the  variations 
in  production  from  year  to  year  are  sufficiently  large  to  make  it 
somewhat  unsafe  to  base  positive  conclusions  upon  a  single  average 
figure  per  ton. 

On  first  consideration  it  might  seem  that  a  profit  of  10  to  15  per 
cent,  while  liberal,  is  not  unreasonable.  It  should  be  repeated,  there- 
fore, that  such  a  profit  in  an  ordinary  mining  business,  especially 
where  depreciation  charges  are  provided  in  costs  (and  in  the 
case  of  Lake  ore  costs  the  depreciation  charges  on  the  whole  are 
undoubtedly  high),  is  a  very  different  matter  from  a  profit  of  the 
same  rate  from  manufacturing.  The  mining  business  taken  collec- 
tively is  one  of  notoriously  poor  returns.  A  few  exceptionally  well- 
located  or  unusually  valuable  properties  may  return  an  extraordi- 
narily high  rate  of  profit;  but  a  large  share  of  mining  enterprises, 
whether  in  iron  or  in  other  metals,  are  conducted  with  a  very  small 
profit,  and  frequently  without  any  profit  whatever.  A  profit  of  10  to 
15  per  cent  in  the  Lake  Superior  iron-mining  business  under  competi- 
tive conditions  would  be  liberal  even  for  selected  and  weU-located 
producing  mines.  A  profit  of  any  such  rate  for  a  very  large  ore 
property,  including  a  large  proportion  of  idle  ore  reserves,  is  extraor- 
dinary. On  the  investment  in  mines  actually  worked  the  average 
rate  of  profit  would,  of  course,  be  very  much  greater. 

A  rate  of,  say,  10  to  15  per  cent  in  the  Lake  Superior  ore  business 
means,  therefore,  that  while  carrying  vast  supplies  of  ore  in  reserve 
for  future  use  the  large  ore-producing  companies  (chiefly  steel-mak- 
ing concerns)  are,  nevertheless,  on  the  average  making  an  exceedingly 
Hberal  rate  of  profit  on  their  entire  investment  in  such  reserves 
during  the  nonproductive  period,  wliile,  in  addition,  they  may  secure 
a  great  increase  in  profit  in  the  future  as  a  result  of  a  probable  increase 
of  ore  values  if  the  present  highly  concentrated  control  of  ore  prop- 
erties is  allowed  to  continue. 

Comparison  of  increase  in  Lake  ore  prices  with  increase 
IN  costs  of  production. — There  can  be  no  question,  therefore,  that 
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the  average  profit  of  66  cents  per  ton  on  Lake'  ore  shown  by  the  1902 
to  1906  average  figures,  presented  on  p.  43,  is  far  in  excess  of  what  an 
average  profit  would  be  under  ordinary  competitive  conditio  qs,  with 
more  or  less  scattered  ownership  of  mining  property.  In  fact,  under 
such  conditions  it  is  reasonably  certain  that  the  average  profit  on  ore 
for  the  Lake  region  as  a  whole  would  be  a  very  smaU  amount  per  ton. 
Convincing  evidence  that  the  present  profits  on  Lake  Superior  ore 
are  noncompetitive  as  well  as  excessive  is,  moreover,  afforded  by  a 
comparison  of  quoted  prices  of  ore  with  average  ore  costs  for  different 
periods.  While  such  a  comparison  can  not  be  regarded  as  exact, 
owing  to  the  fact  that  the  ore  for  which  costs  are  secured  may  not 
have  been  sold  at  the  average  prices,  nevertheless  in  the  case  of  Lake 
ore  the  base  price  has  been  in  the  main  so  uniform  for  particular 
seasons  that  such  a  comparison  is  of  great  value.  Some  idea  of  the 
great  increase  in  ore  prices  since  the  era  of  great  consolidations  in  the 
iron  and  steel  industry  (1898  to  1901)  is  afforded  by  the  following 
summary  of  average  quoted  prices  at  lower  Lake  ports  for  Mesabi 
Bessemer  ore: 

1902-1906 $3.  57 

1898-1899 2.  29 

Increase 1.  28 

Per  cent  increase 56 

It  is  impossible  to  present  comparative  lower  Lake  costs  going 
back  to  1898  for  any  considerable  number  of  mines  in  the  Mesabi 
Range.  Data  secured  for  two  very  important  mines  in  the  Mesabi 
Range,  however,  show  an  average  cost  at  lower  Lake  ports  (includ- 
ing full  transportation  charge)  for  the  years  1898  and  1899  of  $1.98 
per  ton,  and  the  same  mines  show  an  average  cost  for  the  period 
1902  to  1906  of  $2.30  per  ton,  an  increase  of  $0.32,  or  16  per  cent. 

Taking  the  years  1898  to  1900,  it  was  possible  to  get  costs  for 
9,119,011  tons,  comprising  10  mines  in  all.  Owing  to  the  fact  that 
there  was  a  "comer"  in  Lake  freights  in  the  year  1900  which  resulted 
m  practically  doubling  that  item  of  cost  (from  $0.68  to  $1.25  per 
ton),  a  comparison  of  lower  Lake  costs  for  these  two  periods  would 
be  misleading.  Using  a  normal  Lake  freight  for  that  year,  the  total 
cost  at  lower  Lake  ports  for  this  group  of  mines  would  have  been 
about  $2.08  for  the  period  1898  to  1900  and  about  $2.34  for  1902 
to  1906,  an  increase  of,  roughly,  12  per  cent. 

It  will  be  seen,  therefore,  that  for  the  periods  compared  the  increase 
in  the  price  of  Lake  Superior  ore  (56  per  cent)  was  altogether  out  of 
proportion  to  the  increase  in  the  cost  of  production  (12  to  16  per 
cent).  The  explanation  of  this  is  undoubtedly  to  be  found  m  large 
part,  first,  in  the  concentration  of  o^™ership  of  Lake  iron-ore  prop- 
erties in  the  hands  of  a  very  few  concerns,  and  particularly  in  the 
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hands  of  the  Steel  Corporation;  and,  second,  in  agreements  for  the 
control  of  ore  prices.  A  discussion  of  the  prices  of  ore  is  reserved 
for  a  later  part  of  this  report.  It  may  be  stated  here,  however,  as  a 
notorious  and  incontrovertible  fact,  that  the  price  of  Lake  Superior 
ore  during  the  greater  part  of  the  period  1902  to  1906,  and  indeed 
back  to  1895,  has  been  established  in  large  measure  by  agreement 
among  the  principal  ore-producing  interests.  It  is  worth  pointing 
out  that  in  the  only  year  when  there  was  a  conspicuous  exception  to 
this  rule,  namely,  1904,  the  price  of  Mesabi  Bessemer  ore  fell  from 
$4  in  the  preceding  season  to  $2.87^,  with  corresponding  reductions 
in  the  price  of  Old  Range  ores.  In  the  next  year  Mesabi  Bessemer 
ore  was  quoted  at  $3.50  per  ton,  in  1906  at  14,  and  in  the  boom  of 
1907  at  $4.75  per  ton.     Since  then  there  has  been  a  decline. 

It  is  true  that  the  jear  1904  was  a  year  of  depression  in  the  iron  and 
steel  industrA',  and  that  inasmuch  as  this  depression  set  in  in  the  latter 
part  of  1903  it  probably  would  have  been  reflected  in  the  ore  indus- 
try even  if  the  producers'  agreement  had  not  been  abandoned  in  the 
season  of  1904.  Nevertheless,  the  average  prices  for  1904  were  by  no 
means  unremunerative.  As  shown  in  the  table  on  page  43,  the  total 
average  profit  on  all  Lake  Superior  ore  brought  down  from  mines  to 
lower  Lake  ports  in  the  year  1904  was  no  less  than  $0.36  per  ton. 
This  can  by  no  means  be  considered  as  a  low  return. 

In  view  of  all  the  foregoing  e^ddence,  there  can  be  no  question  that 
the  average  profit  of  $0.66  per  ton  shown  for  Lake  Superior  ore  for  the 
period  1902  to  1906  was  very  largely  the  result  of  artificial  conditions 
and  is  distinctly  in  excess  of  a  reasonable  profit  under  competitive 
conditions. 

Section  2.  Effect  of  excessive  ore  profits  on  competitors  buying  ore  in 
the  open  market. 

Just  how  much  of  the  average  profit  of  $0.66  per  ton  on  Lake 
ore  above  shown  for  the  period  1902  to  1906  is  in  excess  of  a 
reasonable  profit  can  not,  of  course,  be  stated  in  the  absence  of  any 
general  agreement  as  to  what  is  a  reasonable  return  for  the  Lake  ore 
business  as  commonly  conducted,  nor  in  the  absence  of  more  definite 
information  as  to  investment.  If,  however,  it  be  assumed  that  of 
the  total  profit  of  $0.66  per  ton  no  more  than  $0.25  per  ton  is  in  excess 
of  a  fair  profit,  this  becomes  a  matter  of  considerable  importance  in 
the  manufacture  of  iron  and  steel  products. 

For  the  period  1902  to  1906  it  required  on  the  average  about  1.9 
gross  tons  of  Lake  ores  (Bessemer  and  non-Bessemer)  to  produce  a 
gross  ton  of  pig  iron  for  the  Lake  ore-using  districts  collectively. 
It  follows  that  if  the  excess  of  profit  is  assumed  at  $0.25  per  ton  of 
ore  it  would  amount  to  $0.47  per  ton  in  tlie  book  cost  of  iron. 
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Assuming  that  as  much  as  one-half  the  average  profit  was  in  excess 
of  a  reasonable  amount,  or,  say  $0.33,  this  would  amount  per  ton  of 
pig  iron  to  about  $0.61. 

It  is  obvious,  therefore,  that  these  excessive  profits  on  Lake  ore 
tend  directly  to  handicap  efl^ective  competition  in  the  production  of 
pig  iron  and  steel  by  concerns  which  do  not  produce  their  require- 
ments, or  the  bulk  of  their  requirements,  of  ore.  This  pohcy  of  main- 
taining high  prices  for  ore  tends,  in  other  words,  to  put  the  whole 
iron  and  steel  market  on  an  inflated  cost  and  price  basis  to  the  prob- 
able disadvantage  of  the'  consumer  and  to  the  certain  disadvantage  of 
the  small  nonintegrated  producer.  There  are  a  number  of  such  pro- 
ducers, especially  of  pig  iron,  and  the  fact  that  they  are  able  to  exist 
and  pay  prices  for  ore  which  would  return  any  such  rates  of  profit  to 
the  producer  is  an  indication  of  unreasonable  profits  on  finished  iron 
and  steel  products  by  at  least  some  steel  concerns  which  produce  their 
own  ore.  It  is  true  that  such  integrated  concerns  do  not  sell  much  pig 
iron  and  sell  very  little  crude  steel  on  the  open  market,  and  it  is 
conceivable  that  conditions  of  competition  in  the  sale  of  finished  steel 
products  might  be  such  that  these  excessive  antecedent  profits  on  ore 
would  largely  be  lost  as  the  result  of  low  sale  prices  of  finished  prod- 
ucts. That  this  has  been  the  case  in  general,  however,  is  clearly 
discredited  by  the  profits  of  the  Steel  Corporation  given  in  Part  I, 
where  it  is  shown  that  the  average  rate  of  profit  on  the  Corporation's 
total  investment  (this  comparison  including  profits  and  invest- 
ment in  transportation)  was  12  per  cent  for  the  period  1901  to 
1910.  Any  such  rate  of  profit  for  a  concern  handling  over  50  per 
cent  of  the  steel  business  of  the  country  must  be  considered  a  very 
liberal  one.  Of  course,  for  particular  products  where  unusual  condi- 
tions of  competition  were  met  the  results  might  depart  rather  widely 
from  this  average. 

Section  3.  Effect  of  excessive  ore  profits  on  costs  and  profits  of  finished 
steel  products. 

Quite  distinct  from  the  effect  of  excessive  ore  prices  in  handicapping 
competition  in  the  production  of  iron  and  steel  is  the  effect  of  such 
prices  upon  costs  and  profits  of  finished  iron  and  steel  products  for 
the  same  companies  that  produce  their  ore.  From  the  point  of  view 
of  the  consumer,  as  well  as  of  the  independent  iron  and  steel  manu- 
facturer, an  excessive  profit  on  ore  is  an  important  matter.  As 
already  shown,  $0.25  per  ton  on  a  ton  of  ore  means  $0.47  in  a 
ton  of  pig  iron.  In  the  conversion  of  pig  iron  into  steel  ingots 
there  is  a  cumulative  increase,  while  in  the  conversion  of  ingots 
into  steel  rails  there  would  be  a  further  increase.  Starting,  there- 
fore on  the  assumption  that  the  excessive  amount  contained  in 
this  average  profit  of  $0.66  per  ton  for  Lake  ore  was  $0.25  per  ton 
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of  ore,  this  excessive  profit  finally  becomes,  as  a  result  of  the  cumu- 
lative process  just  described,  about  10.55  per  ton  on  a  ton  of  steel 
rails. 

If  it  be  assumed  that  of  the  total  average  profit  of  $0.66  per  ton 
as  much  as  one-half  is  in  excess  of.  a  fair  profit,  the  cumulative  profits 
would  be  materially  increased. 

It  should  be  repeated  that  the  Bureau  in  these  computations  is  not 
attempting  to  say  to  just  what  extent  the  profit  in  question  is  unrea- 
sonable, but  instead  to  present  information  which  will  permit  of  indi- 
vidual opinion  on  this  point,  and  to  point  out  the  increasing  sig- 
nificance of  any  such  excessive  profit  in  the  successive  stages  of  iron 
and  steel  manufacture.  It  is  proper  to  state,  however,  that  the 
Bureau  regards  the  assumption  that  $0.25  per  ton  out  of  the  total 
average  profit  of  $0.66  per  ton  on  ore  is  excessive,  as  an  entirely 
conservative  estimate  of  such  excess,  and,  moreover,  regards  it  as 
entirely  possible  that  if  all  the  facts  were  definitely  known  more  than 
one-half  the  total  average  profit  of  $0.66  might  be  regarded  as  in 
excess  of  a  reasonable  return. 

Section  4.  EflFect  of  excessive  ore  transportation  profits  of  Steel  Corpo- 
ration. 

The  foregoing  discussion  on  ore  relates  only  to  transfer  profits. 
A  further  and  exceedingly  important  consideration  arises  in  the  case 
of  the  Steel  Corporation  as  a  result  of  the  very  heavy  transporta- 
tion profit.  It  will  be  recalled  that  the  average  transportation  profit 
for  the  Steel  Corporation  on  its  own  ore  over  its  principal  ore-carry- 
ing railroads  and  in  Lake  vessels,  as  computed  by  the  Bureau  for  the 
period  1902-1906,  amounted  to  $0.60  per  ton  averaged  on  the  total 
ore  deliveries  of  the  Steel  Corporation  at  lower  Lake  ports.  There 
can  be  no  question  that  this  transportation  profit  was  grossly  exces- 
sive. Convincing  evidence  of  this  is,  indeed,  afforded  by  the  fact 
that  the  Steel  Corporation's  principal  ore  roads,  the  Duluth  &  Iron 
Kange  and  the  Duluth,  Missabe  &  Northern,  have  recentty  reduced 
their  rates  by  20  cents  per  ton  for  the  haul  from  Mesabi  mines  to  upper 
Lake  ports,  which  was  formerly  $0.80  per  ton,  and  by  $0.30  to 
$0.40  for  the  Vermilion  mines,  which  formerly  had  rates  of  from  $0.90 
to  $1  per  ton ;  the  rates  from  both  ranges  are  now  $0.60  per  ton.  Since 
this  reduction  in  the  rate  does  not  involve  any  reduction  in  operat- 
ing expenses,  it  may  be  regarded  as  equivalent  to  an  admission  by  the 
Steel  Corporation  itself  that  the  former  rates  were  to  this  extent 
unreasonable.  In  the  Bureau's  opinion  the  present  reduced  rate  of 
60  cents  per  ton  is  still  excessive.  This  is  clearly  indicated  by  the 
phenomenally  low  ratio  of  operating  expenses  to  gross  earnings  for 
these  ore  roads.  Thus  the  1910  ratio  of  the  Duluth,  Missabe  & 
Northern  was  below  30  per  cent,  against  an  average  for  all  railroads 
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in  the  United  States  of  66  per  cent,  while  that  of  the  Duluth  & 
Iron  Range  Railroad  was  only  36.5  per  cent. 

Moreover,  the  rates  of  the  Steel  Corporation  over  its  principal 
railroad  south  of  the  Lakes,  the  Bessemer  &  Lake  Erie,  are  un- 
doubtedly excessive,  while  the  dockage  charges  at  lower  Lake  ports 
are  also  unduly  large.  There  is  no  reasonable  doubt  that  of  the 
average  transportation  profit  of  the  Stec^l  Corporation  in  the  trans- 
portation cost  of  its  ore  at  furnaces  of  .$0.60  per  ton  at  least  as  large 
a  portion  may  be  regarded  as  excessive  as  in  the  case  of  the  average 
profit  of  all  companies  on  ore.  In  the  case  of  the  Steel  Corporation, 
therefore,  the  excessive  ore  profit  contained  in  pig-iron  costs  and  in 
successive  stages  may  be  regarded  as  at  least  double  that  due  to  ex- 
cessive transfer  profits  on  ore  for  ail  companies  collectively. 

While  integration  of  industry  to  permit  of  large-scale  operations 
at  minimum  costs  is  undoubtedly  desirable,  these  enormous  profits 
of  the  Steel  Corporation  on  the  transportation  of  ore  present  a 
problem  of  very  great  importance.  It  is  obvious  that  so  long  as  these 
railroads  are  owned  by  the  Steel  Corporation  the  excessive  profits 
thus  earned  on  transpoftatioa  could  be  used,  if  necessary,  to  the 
very  great  disadvantage  of  competitors  in  the  sale  of  steel  products. 
It  is  true  that  owing  to  price  agreements  and  price  understandings  in 
the  steel  industry,  which  will  be  discussed  in  a  later  part  of  this 
report,  these  profits  have  been  retained  by  the  Steel  Corporation 
instead  of  being  thus  used  as  a  competitive  weapon.  Nevertheless, 
the  possibility  of  their  being  so  used  is  always  present. 

The  situation,  therefore,  is  this:  Integration  of  the  steel  industry 
with  respect  to  transportation  thus  far,  instead  of  working  to  the 
advantage  of  the  public  in  the  form  of  lower  costs  to  all  shippers 
and  lower  prices,  has  inured  to  the  benefit  of  a  great  combination. 
On  the  other  hand,  to  let  the  Steel  Corporation  retain  this  advan- 
tage of  low  transportation  cost  and  to  let  this  work  itself  out  in 
the  form  of  lower  prices  might  be  undesirable,  because  it  would 
tend  to  give  the  Steel  Corporation  an  unreasonable  and  undesirable 
advantage  over  competitors  in  the  sale  of  finished  products. 

This  situation  clearly  raises  the  question  whether  the  interests 
of  the  public  may  not  require  the  segregation  of  these  railroad 
properties  from  the  Steel  Corporation.  It  might  be  argued 
that  such  a  segregation  would  simply  mean  that  the  control 
of  these  railroads  would  remain  in  the  hands  of  the  interests 
who  dominate  the  pohcy  of  the  Steel  Corporation.  Such  segregation, 
however,  at  least  would  prevent  the  transfer  of  the  profits  from  these 
railroads  to  the  treasury  of  the  Steel  Corporation.  It  would  thus  stop 
what  is  unquestionably  an  evil,  and  that  is  the  imposition  of  high 
rates  upon  competitors'  shipments,  which  puts  them  at  a  great  dis- 
advantage, while,  at  the  same  time,  forcing  them  by  reason  of  this 
2no<,.|0_pT  2—12 n 
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very  fact  to  contribute  unduly  to  the  profits  of  the  Steel  Corporation 
on  transportation.  If  the  connection  between  these  railroads  and 
the  Steel  Corporation  were  dissolved,  there  would  be  no  inducement 
to  the  Steel  Corporation  as  such  to  desire  unreasonable  rates.  On 
the  contrary,  there  would  be  an  inducement  to  keep  these  rates  at  a 
reasonable  level.  Under  this  arrangement,  moreover,  the  iron  and  steel 
making  concerns  using  these  railroads  would  be  substantially  on  an 
equal  basisso  far  as  transportation  is  concerned. 

While  in  the  case  of  integration  of  ordinary  manufacturing 
enterprises  it  may  be  entirely  proper  that  the  most  aggressive 
concern  should  reap  the  benefit  of  its  enterprise,  it  is  unques- 
tionably different  in  the  case  of  a  public  utihty,  such,  for  instance, 
as  a  railroad.  Competition  in  the  construction  of  railroads  is  often 
impracticable.  Moreover,  the  important  ore  railroads  of  the  Steel 
Corporation  were  obtained  not  through  superior  abihty,  efficiency, 
or  foresight,  but  simply  through  superior  command  of  capital  as  a 
result  of  combination. 

o 


"^  mo7m 


CONSERVAIIOttlMt 


